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THE EQUITABLE LIFES REFORM IN COMMISSIONS. 


The Scope and Purposes of the Society's Action upon Agency Compensation. 


BY JAMES W. ALEXANDER. 


It gives me much pleasure to com- 
ply with your request, and to give a 
brief general account of what the 
Equitable Life is doing in regard to 
the reform in agency compensation. 
In doing this I shall not go into the 
detail of specific figures, because, 
obviously, that is not a matter for 
public discussion. 

Our motive in instituting this re- 
form was in good faith to improve 
the character of our business, and 
deal a severe blow to the evil of re- 
bating, and thus to set an example 
to the other companies. We have 
come to the conclusion, definitely, 
that a very large new business, ob- 
tained under the forcing process 
which has crept into the manage- 
ment of various companies, is not 
as valuable to the company as a 
smaller business transacted in a 
way calculated to make it more 
permanent. -We found that practi- 
cally all the methods which had 
been devised to get rid of rebating 
had utterly failed. We recognized 
that some company had got to have 


the nerve to take the bull by the 
horns, and to institute methods that 
in themselves might add to the in- 
terest of the agent not to rebate, and 
make it to his interest only to secure 
business which would remain on the 
books. 

It was a gratifying confirmation 
of our views of what was best to find 
the National Underwriters’ Associa- 
tion coming to the same conclusion 
as ourselves, without the slightest 
exchange of views. 

Our plan, which was to relieve the 
agent of being forced to sacrifice 
his reasonable profits, in competition 
with the agents of the other com- 
panies, by throwing off large slices of 
the commissions, and thereby get- 
ting business of the least value as re- 
gards permanency, was submitted to 
our convention of managers from all 
parts of the United States and Can- 
ada at the time of our fortieth anni- 
versary, and was unanimously ap- 
proved by them. Since that time 
we have been engaged in changing 
our contracts with our agents. It 
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has beena great encouragement to us 
to find that our managers and agents 
have completely fallen in with our 
views, and we are able to state that 
on the first of January all of our 
business will be written on the new 
basis. 

The change involves a cutting 
down of the first year’s commission, 
and the raising of the renewal com- 
mission. This makes it to the di- 
rect pecuniary interest of the agent 
to see that his customer keeps up his 
policy. 

Tables have been carefully pre- 
pared by those experienced in the 
work, which demonstrate that the 
result of our new departure will not 
only benefit the company by reduc- 
ing the forfeitures, and almost en- 
tirely eliminating that class of busi- 
ness which may be denominated 
‘straw business,’’ and which is 
done by agents whose services are 
not desirable, but will benefit the 
bona fide agent as well, who seeks 
only to secure applicants who really 
intend to keep up their policies. 

It is a part of our plan that no 
offers in the way of bonuses for cer- 
tain amounts of new business se- 
cured shall be made to agents, it 
having been found that such in- 
ducements have a tendency to en- 
courage the evil of rebating and the 
acquirement of business which does 
not persist. 

It may be that the managers of 
some companies think that the 
course we have adopted will result 
in diminishing the volume of our 
new business. Even if this should 
prove true, which is by no means 
probable, the business that is done 
will be of a far better quality, and 
far more than enough of it will be ob- 
tained to fill up the vacancies created 


by deaths and natural withdrawals ; 
and there are many who do not 
think it wise, in the present day, 
for the larger companies to press 
their business so hard as to increase 
the amount of outstanding business 
inordinately. 

It will be seen that the step taken 
by the Equitable is entirely out of 
tune with the prevalent wild propen- 
sity to show a big new business ob- 
tained at no matter what sacrifice of 
fundamental principle. We do not 
claim to have been wiser than our 
brethren in the other companies in 
the past. The methods of payment 
heretofore adopted by this and other 
companies were satisfactory and ad- 
vantageous to the companies them- 
selves until competitors abused the 
methods by making them a lever for 
mere demonstration of large figures 
in new business; and it has come to 
pass that volume, without reference 
to quality, has been heralded as if it 
were, taken by itself, an evidence of 
success. This society is unwilling 
to maintain that sort of competition 
which ignores many of the most im- 
portant elements of permanence and 
prosperity, and we are determined 
in good faith to put our business on 
the most solid basis for the future, 
and to count upon recognition, by 
the better class of agents and the 
discerning public, of our motives 
and the actual advantages to the 
company and those assured in it in- 
volved in the new departure. We 
fully expect to attract to our com- 
pany the best element of agents, who 
will not be slow to recognize the 
difference between the ad captandum 
method of management as compared 
with the substantial method. 

Coupled with the introduction of 
our plan will be the most stringent 
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regulations that we can devise to 
prevent our agents from paying on 
their own account, excessive com- 
missions on the first year, and also 
to prevent the rebating of premiums. 
Those who are always ready to sus- 
pect some crafty motive may cavil 
as they please at what we are do- 
ing, but we are in earnest; we are 
acting conscientiously in a way 
which we believe will achieve the 
best possible results in quality of 
business and advantage to policy- 
holders; and even though others 
should outstrip us in the amount of 
nominal new business, we are satis- 


fied that, with a vigorous manage- 
ment, backed up by a corps of first- 
class agents transacting business in 
a rational way, the experience of 
future years will prove that the step 
we have taken was timely, wise and 
effective. 

At this juncture, it seems obvious 
that it is the duty of intelligent in- 
surance journals and others who 
mold public opinion, to make it 
very clear that volume of new busi- 
ness, taken by itself, and without 
reference to the sacrifices made to 
obtain it, is not a fair test of pros- 
perity, or even of popular approval. 











THE FIRE INSURANCE SITUATION IN THE WEST. 


Current Tendencies and Conditions which Operate as a Disturbing Factor. 


BY THOMAS S. CHARD. 


In view of my intended retirement 
from the business, you have asked 
an expression of my view concern- 
ing the underwriting situation in 
the West. One entering a mill is 
informed by his sense of hearing, 
whether the machinery is doing 
properly its required work. Any 
mal-adjustment of journals, or cogs, 
is reported noisily, until the error is 
corrected. There unusual 
uproar in the insurance mill now 
audible, even to passers-by. To 
the employes on the premises the 
din is almost insufferable. 


is an 


So far as I am able to discover, 
the cause of the disturbance lies 
chiefly in over-competition, and the 
disturbance would mainly cease 
were the cause removed. Even 
State legislatures would look kindly 
upon insurance if it were difficult to 
procure, and loyal and intelligent 
service would increase in the inverse 
ratio of the opportunities for its ex- 
ercise. 

In 1890, the several insurance 
departments of the West issued 1531 
licenses to companies operating 
within their borders. Under these 
licenses the companies received in 
premiums $47,028,011. There was 
nothing in the business to justify this 
excessive devotion of the capitalists 
to it, and after a few very hard years, 
the number of licenses issued was re- 
duced, (in 1894) to 1178, with $51,- 
981,942 premiums. A brief period 


of moderate prosperity then visited 


the insurance interest. Coincident 
therewith, was a general prostration 
of industrial enterprises at home 
and abroad. This condition at- 
tracted foreign underwriters here, 
and led to the organization of home 
companies, until in the year 13898 
there were 1417 licenses issued to 
companies collecting thereunder 
$52,166,299. In other words, 239 
more licenses issued and but $213,- 
355 more premiums collected in 
1898 than in 1894. 

This by no means tells all the 
story. The difficulty of holding 
their inconie experienced by com- 
panies because of such competition, 
and because of reduced rates as 
well, has developed the multiple 
agency system in many large and 
some small cities, and has led to the 
writing of excessively great lines by 
companies on individual risks, for 
the purpose of re-insurance. The 
Western States table of premiums 
for 1894 and 1898 may be interesting. 
It is compiled from ‘‘ Insurance by 
States.”’ 











1894 1898 
em ie eam, ————~ aan 
No.of Cos. Prems. No.of Cos. Prems. 


Dakotas-- 37 786,623 42 $947,064 


Illinois -- 131 11,805,170 163 11,927,507 
Indiana-- 85 3,480,419 104 3,800,852 
Towa ----- 97 3,867,475 108 3,585,524 
Kansas--- 67 1,961,450 59 1,771,862 
Kentucky 84 2,605,337 99 2,608,085 
Michigan 112 4,302,988 134 4,498,445 
Minnesota 108 3,680,966 135 3,590,517 
Missouri - 105 4,903,494 137 4,732,281 
Nebraska. 89 1,816,538 88 1,407,416 
Ohio-.--- III 6,749,335 129 7,036,634 
Tennessee 52 1,784,281 89 2,024,408 
Wisconsin 100 4,237,866 130 4,235,702 


1417 $52,166,297 





Totals..1178 $51,981,942 











I think there can be little doubt 


that this undue competition has 
broken down the western insurance 
business, and that it must lead to a 
larger decrease in the number of 
companies than occurred between 
the years 1890-1894. Many of the 
companies now operating in the 
West are doing only enough busi- 
ness to make them miserable, and in 
such cases the ratio of expense for- 
bids any reasonable hope of profit. 

It seems to me that the crowning 
glory of the nineteenth century is 
its recognition of the fact that co- 
operation among those having a 
common vocation is ethically more 
noble, and economically more prof- 
itable, than is the unregulated, un- 
friendly and wasteful competition 
heretofore prevailing. The primi- 
tive man was a thug, and appropri- 
ated his neighbor’s possessions by 
force of arms. This form of sav- 
agery has faded slowly through the 
ages, and co-operation and consoli- 
dation are taking its place under 
the shaping influence of a higher 
civilization. ‘The movement, sensi- 
ble and inevitable, has been deeply 
injured by that form of rascality 
calied over-capitalization. A cor- 
poration has no more right to issue 
stock which represents no assets 
than it would have a right to deal in 
forged paper or counterfeit money. 
But this dishonorable practice is no 
essential part of the principle of 
unified interest. 

Competition is at once ‘‘the life 
of the trade’’ and the death of the 
competitors. It will never be elimi- 
nated wholly, but it may be, and 
will be wisely regulated, so that 
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there will be a maximum of profit 
and a minimum of wreckage. We 
must learn as a people, that it is 
better to play the ‘‘secorid fiddle’’ 
well, than the first fiddle badly, and 
that we should not deplore the de- 
crease in the quantity of that ‘‘in- 
itiative’’ which usually ruins the 
initiators. 

Insurance must accept the logic 
of events, and bring the number of 
its corporations within reasonable 
limits. Its duplication of machin- 
ery in securing, inspecting and re- 
cording business, and adjusting loss- 
es, involves inexcusable waste of 
time and money. It does underwri- 
ters little credit that their expense 
ratio is steadily increasing, while 
other interests, by consolidations 
and improved methods, are showing 
greater economy. 

Ultimately, I think, a few great 
corporations will do the fire under- 
writing business of the country, 
just as a few large companies do 
its life insurance. Thus system- 
atized, and with duplication mini- 
mized the business will be well 
transacted, and on so low an ex- 
pense ratio that the organization of 
small competing companies will be 
unprofitable. 

It would seem wise for such cor- 
porations to discourage large indi- 
vidual holdings of their stock, and 
become in effect like the Building 
and Loan Associations, savings 
banks fora multitude of small stock- 
holders. This wouldsecure for them 


that public favor which would be 
the best safeguard against injurious 
legislation and arbitrary and unjust 
officialism. 











POLITICAL DUTIES OF THE LOCAL AGENT. 


The Conditions of Popular Government Which Fire Underwriters Must Face. 


This question has been asked : 
‘‘What can the local agent do to 
educate the public in regard to fire 
insurance?’ This is a very import- 
ant subject. We might dispose of it 
by saying that very little can be 
done to educate the public upon fire 
insurance, simply because the pub- 
lic, as a whole, has no interest in 
the matter beyond the price paid 
and the quality of the article. No 
insurance man to-day undertakes to 
sell indemnity against fire by ex- 
plaining the principles and practices 
of the business. 
surance is appreciated by the aver- 


age business man and the general 
principles of the plan are fairly well 
understood. 


But there is a need of higher edu- 
cation among underwriters them- 
selves. Every agent should be an 
expert. He should have a clear and 
comprehensive knowledge of the 
great principles upon which fire in- 
surance is founded, and be able to 
observe the inner meaning of the 
current events which move the un- 
derwriting world. Anagent whois 
well equipped mentally, coming as 
he does in frequent contact with the 
property owner, cannot fail, without 
any conscious effort, to educate the 
insured, increase his knowledge and 
respect for the business and temper 
his prejudices. A business which is 
well represented will be well re- 
garded. We are beginning to ap- 
preciate the fact that nothing has 
injured fire insurance so much as its 
representation by incompetent men; 


The need of in-. 


perhaps we should say, mis-repre- 
sentation. 

It is probable, however, that 
when we ask ‘‘ What can the local 
agent do to educate the public ?’’ we 
mean ‘‘ What can the local agent do 
to stop. restrictive legislation?’ 
Public prejudice of itself is compara- 
tively harmless, because it must 
finally yield to economic law and 
progress; but when this prejudice 
shows itself in the legislatures, and 
seeks to readjust economic problems 
by the arbitrary power of the state, 
it then becomes a matter of vital 
moment. 

We shall, therefore, consider what 
the local agent can do to stop re- 
strictive legislation; first as an 
individual and second in his asso- 
ciated capacity. 

THE AGENT IN POLITICS. 

Every man who is old enough to 
vote, and this includes practically 
all insurance agents, should be in 
politics. He should be in politics 
as a matter of self-interest as well as 
patriotism. And when we come to 
consider it, patriotism is but an 
enlightened form of self-interest. 
In order that we may understand 
why it is important for the local 
agent to be in politics, let us glance 
at the political conditions as they 
exist to-day. 

There is, as every observing man 
knows, a marked increase in political 
independence. True loyalty today 
does not consist in a blind accept- 
ance of party creed. Men who dare 
to stand up and criticise their own 
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party are no longer classed as politi- 
cal heretics. We see evidences of 
this fact on all sides ; in the increase 
of an independent press and of 
independent political movements, 
but most of all in the readiness of 
intelligent men everywhere to recog- 
nize the defects of party machinery 
and to seek a remedy. 

This increase of independence is 
full of promise for the good of this 
country, but its benefits will not be 
permanent unless it is tempered by a 
wholesome knowledge of causes and 
a wise regard for effects. That is to 
say, if we are going to exercise our 
independence to the best advantage 
it is necessary to understand the 
political problem thoroughly and 
direct our forces where they will do 
the most good. 

Our observation of politics has re- 
vealed what seems to be the exist- 
ence of a fundamental law, namely 
that under manhood suffrage the 
public officials elected will represent 
about the average honesty and in- 
telligence of all the active voters in 
a given community. Note that we 
say the active voters, not all of those 
who are entitled to the right of man- 
hood suffrage. It is the active 
voter, the man who attends the 
caucus and selects the candidates 
for whom the indifferent citizen may 
cast a ballot on election day, who 
makes political life what it is to-day. 
In these times the casting of a ballot 
on election day is merely a per- 
functory duty; it cannot touch the 
real causes which make political 
conditions ; a vital fact which is too 
often ignored by the reform party 
which expects by the adoption of 
resolutions in mass meetings to 
compel the representatives of the 
people to rise above the average 


honesty and intelligence of the 
voters who elected them. As well 
cause water to rise above its own 
level. 


HAT HAPPENED IN ARKANSAS. 

We have a recent illustration of 
this fact which touches fire insur- 
ance very closely. At the last 
session of the Arkansas legislature, 
a stringent anti-trust law was passed 
under which an attempt was made 
to indict fire insurance companies 
for agreeing upon rates. This was 
undoubtedly passed in conformity 
to the wishes, either expressed or 
understood, of the majority of the 
voting population of that state, 
comprised largely of farmers, a class 
of our citizens often much maligned, 
but which nevertheless is deep in 
its prejudices, especially against 
corporate interests. The attempted 
enforcement of this law drove the 
fire insurance companies from the 
state, and the business interests, 
dependent for credit upon sound 
indemnity, were seriously jeopard- 
ized. Inthisemergency the various 
commercial associations rose in 
their might, and by resolutions and 
mass meetings endeavored to induce 
the members of the legislature to 
repeal the obnoxious law so far as it 
related to insurance companies. 
Now the situation was undoubtedly 
a very serious one for Arkansas, 
and the requests of the business 
men were very forcibly presented, 
but were their appeals heeded? 
Not for a moment. The law as it 
stood was endorsed, in the very 
teeth of these appeals, by an over- 
whelming majority. And why? 
Merely because the legislators knew 
that the voters who elected them, 
who made it possible for them to 
occupy their political positions, 
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were in the main in favor of the 
anti-trust law as it was passed, and 
also because the business men, as a 
whole, represent a class of people 
who are most indifferent to the rights 
duties of citizenship. The 
business men, at a late hour, dealt 
merely with effects, and were de- 
feated. They had neglected the 
causes and were in consequence 
powerless in the face of conditions. 


and 


—THE BEST MEN NOT ELECTED. 

At first thought it might seem as 
if any community would be only too 
glad to secure the services of its 
best men as public servants ; but as 
a matter of fact, under manhood 
suffrage, these men are not elected 
to office—first, because the compen- 
sation is smaller than men of talent 
and resource can earn in other pro- 
fessions, and second, because the 
opinions upon public policy held 
by the best men are regarded with 
suspicion and often intolerance by 
the majority of voters. This is an 
essential part of the political con- 
ditions existing in this country. 
The voters expect to get men who 
will just about earn the salaries 
paid, and these men, speaking 
broadly, will represent about the 
average ideas of the voting com- 
munity. We do not get men of 
average capacity because salaries 
are low, but we have low salaries 
because the voting community does 
not demand men who are capable 
of earning higher salaries. 

Observe how corruption grows 
out of this condition. If the office 


is occupied by a man to whom the 
salary paid represents all that he 
can earn in any other business or 
profession, the danger of corruption 
is practically nothing; but if by a 
man whose capacity and ambitions 


are beyond the salary, he is con- 
stantly tempted to increase his in- 
come by corrupt practices. We re- 
veal no secret when we say that men 
have gone into politics for the ex- 
press purpose of coming in contact 
with this temptation. 


We have said also that the opin- 
ions of the best men are not popular 
with the majority of voters. The 
average man clings to old ideas; 
observes only that which appeals to 
his immediate self-interest; but the 
man of finer type progresses and — 
notwithstanding the fact that he 
may by his talent and knowledge be 
the best qualified to represent the 
community and legislate according 
to its highest interests — by the very 
act of progressing shuts himself out 
from all chance of popular suffrage. 

What is the type of politician we 
most commonly have in mind? Is 
it the man who by careful study and 
reflection has reached his convic- 


_tions as to the wisest public policy, 


and who does not hesitate to say 
what those convictions are? Hardly! 
It is what we call the trimmer, the 
man—who whatever opinions he 
may hold individually — never by 
any chance allows them to escape in 
public, expressing only those which 
conform to popular ideas. It is 
well known that political platforms 
are drawn, not to express the high- 
est and best thought of the framers, 
but solely with an eye to catching 
votes. The political managers rec- 
ognize the essential truth which we 
have defined, namely, that the 
voters, as a whole, will take about 
the average in honesty and intelli- 
gence, and will not accept what is 
really the highest and the best, 
merely because it is beyond their 
conception, they do not appreciate 








it, but on the contrary look upon it 
with suspicion and distrust. 
THE REMEDIES. 

All of these conditions bear very 
closely upon the duty and oppor- 
tunity of the local agent. 

We have stated the lawof manhood 
suffrage, namely, that the men 
whom we elect will represent the 
average honesty and intelligence of 
the active voters. This, therefore, 
is the situation, and the real, vital 
problem in our political life today 
is to provide a remedy. What is 
the remedy? The remedy mani- 
festly is to improve the average, and 
this is why we say that every man 
who is old enough to vote should be 
in politics. In every community 
we see men of strong intellect and 
signal capacity, who show a pro- 
found and often unaccountable aver- 
sion to taking part in civic life, not 
only as public servants, but more 
particularly as voters who may take 
a hand in determining and guiding 
the services of public men. It is 
not necessary to analyze the causes 
which lead to theseconditions. They 
are numerous. It is sufficient to say 
that the conditions exist, and that 
they must be overcome if we are to 
look for improvement. The busi- 
ness of insurance has nothing to 
fear from the injection of more in- 
telligence and honesty into the field 
of politics. It is ignorance and 
dishonesty which the underwriter 
has to fear. Now we cannot put 
the best men into office, but we can 
improve the average. The duty of 
the fire insurance agent is clear. 
He should himself be active in his 
own political circles, and do all he 
can to induce the best men in his 
community to do likewise. The 
mass meeting method of reform is 
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in the main useless; it has no per- 
manent effect. You cannot in this 
way make the politician better than 
he is, for experience has’ told him 
that he can count on the endorse- 
ment of the voters at the polls, 
simply because the good men who 
expect to secure reform by voting 
resolutions in mass meeting fail to 
do the full duty required of them as 
citizens. The problem which we 
have to solve is not the reform of 
the public servants which we have, 
but the reform of the voter in order 
to secure a better grade of public 
servants. 

This is where the opportunity of 
the fire insurance agent as an indi- 
vidual lies, and the point toward 
which his self-interest and patri- 
otism should direct him. 


DUTY OF THE ASSOCIATIONS. 

We have indicated what the indi- 
vidual agent can do to prevent re- 
strictive legislation. Let us con- 
sider briefly what the agent can do 
in his associated capacity. There 
is no more important problem con- 
fronting the agency associations to- 
day than the danger of restrictive 
legislation against insurance corpor- 
ations. In this matter the interests 
of the agent and the company are 
one. What injures one will injure 
the other. In fact anti-compact or 
anti-trust legislation will hurt the 
agent more than the company. Co- 
operation with the companies is 
essential under the circumstances, 
and the agency associations will be 
very unwise if they jeopardize that 
co-operation by insisting too force- 
fully upon what they hold to be 
their rights and privileges.  Pa- 
tience and conservatism will,in due 
time, bring their reward, and the 
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agent will secure all that he is justly 
entitled to. 

That a strong association of local 
fire insurance agents can make itself 
a felt power in politics is beyond 
question. One of the most interest- 
ing and significant statements made 
at the recent convention in Buffalo 
was that of a delegate from Indiana, 
who stated that the local agents in 
that state controlled practically 1o,- 
ooo votes, and that the managers of 
each political party understood this 
fact and acted in accordance there- 
with. Where the party majorities 
are not very large this is an argu- 
ment against bad legislation which 
cannot be ignored. 

In some states the majority in 
favor of the dominant party is a 
large one, yet with increasing in- 
dependence in politics these ma- 
jorities are likely to grow more 
and more uncertain, and a well- 
organized agency association, with 
the individual agents actively inter- 
ested in local politics, can influence 
enough votes by an appeal to the 
good sense and intelligence, to 
become a large factor in the situa- 
tion. Where the interests of the 
agent are threatened by restrictive 
legislation, there can be no question 
of party. It is a question of self- 
preservation, which is the first law 
of nature. The local agent has a 
right to protect himself against the 
attacks of ignorance and venality. 
He is less than a man if he supinely 
permits himself to be legislated out 
of business. 

DEFENSIVE WORK ONLY. 

But the work should be wholly 
defensive. What the fire insurance 
business needs is less legislation, 
not mere. Legitimate agents and 





companies can maintain themselves 
without the assistance of state legis- 
lation. We are getting in the habit 
in this country of rushing to the 
legislatures for protection. Each 
man wants his self-interest protected 
against the self-interest of his neigh- 
bor and competitor, and that self- 
interest which is strongest wins. 
What we need is a re-action. Let 
none seek special privileges and 
insist that all others shall do like- 
wise. Insurance agents and com- 
panies have sought protection and 
special privileges at the hands of 
the legislatures too much. But this 
system is wrong in theory and bad 
in practice. The theory of popular 
government is that of general legis- 
lation for the good of all, not special 
legislation for the good of some. 
The practical effects of class legis- 
lation have been bad. It re-acts 
upon its promoters. Where one 
class procures something at the 
expense of others, another class will 
procure something at the expense of 
the first class. The evils of special 
legislation multiply, and finally all 
benefit which accrued to the original 
promoters entirely disappears. Ex- 
perience has shown this to be the 
case repeatedly. 

But with effective organization on 
the part of the agent there is no 
need of protective legislation. The 
decrees of a well-organized associa- 
tion will be infinitely more effect- 
ive than state law. Therefore, the 
agency association should be in 
politics merely for defensive pur- 
poses. It can occupy this position 
with justice and effectivness. If it 
attempts anything else it will create 
distrust in its purposes, undermine 
its power and weaken its influences. 
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LIFE INSURANCE. 


Upon January first the Equitable Life 
Assurance Society placed all of its agency 


The Equitable’s Reform contracts upon a 


: . new and more 
in Compensation. ; 
conservative 


commission basis. This action represents 
a radical departure from the previous prac- 
tices of the company, and of the majority of 
life insurance companies as well. For 
many years life insurance solicitors have 
been compensated mainly by a commission 
paid upon the first year’s premium. This 
first year’s commission has constantly 
tended to increase until the amount paid has 
ranged from fifty to ninety per cent, and in 
some cases is understood to have reached 
one hundred per centoreven more. The 
sum thus expended has very largely ex- 
ceeded the loading in the premium pro- 
vided for expenses. 

Under this form of compensation the 
placing of life insurance has resolved itself 
quite generally into a brokerage business, 
the agent securing the applicant having no 
interest in the continuance of the policy- 
holder in the company beyond the first 
year. On the contrary, he has had a dis- 
tinct interest in placing the policy-holder 
in another company at the close of the first 
year, for the sole purpose of again securing 
the large first year’s commission. 

This condition has led to the now well 
known practice of twisting policies, which 
so far as it isdone by the agent merely to 
secure the commission, is universally de- 
plored. Together with twisting, and prac- 
tically as a necessary accompaniment, 
rebating has occurred, for the agent must 
in some way compensate the policy-holder 
for the loss which usually occurs to him by 
reason of the transfer. This plan of com- 
bined rebating and twisting has become 
quite extensive. It is not an uncommon 
thing for a life insurance agent, acting as 
broker for the insured, to undertake to 
place his clients’ insurance for a series of 
years at a cost considerably below the table 
rates. This is done by replacing the insur- 
ance each year in a new company and 


dividing the first year’s commission re- 
ceived. 
¥ 

The high first year’s commission (to- 
gether with the payment of bonuses) has 
thus resulted directly 
in a large increase in 
the lapses of the dif- 
ferent companies, and has also tended to 
increase rebating. Both rebating and laps- 
ing for the causes referred to not only 
contribute to make the standard of life in- 
surance soliciting lower than it should 
be, but these practices might become so 
prevalent as to endanger the stability and 
solvency of a company. A policy placed 
on the books of any company at a high 
rate of commission, which does not renew 
at the end of the first, second or third year 
is a loss to the company and a burden 
upon its policy-holders, from whose accu- 
mulated surplus is paid so much of the 
commission as exceeds the actual provision 
for expense in the new premium. 


Results of 
High Commissions. 


The natural outcome has been an in- 
creased waste on account of expenditures 
for new business. New business which does 
not remain upon the books of the company 
at least four or five years is an absolute loss, 
and positively harmful to the interests of 
the company and its policy-holders. No 
company, unless it desires to write a large 
amount of new business for advertising 
purposes, (a motive which cannot commend 
itself to the judgment of any prudent busi- 
ness man) cares to assume new insurance 
which is not likely to persist beyond the 
third year. Lapses in the early years from 
natural and unpreventable causes will occur 
under any circumstances,— but unlesss the 
the expense of placing the business is ex- 
cessive, the loss to the company will not be 
so great as to constitute a source of danger. 
The large first year’s commission, however, 
allowing a margin for division with the 
policy-holder, and giving the agent no 
interest whatever in maintaining the policy 
on the books— on the contrary inviting him 
to twist the contract to another company — 
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has made lapsing a problem which cannot 
be ignored. 
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The evils attendant upon the “ broker- 
age’’ commission have long been recog- 


The Necessity for a nized and extensively 


a discussed,both among 
8 8 * company officials and 


agents who are opposed to the practice of 
rebating. But, as in all other things con- 
cerning large business enterprises involving 
varied interests, effective reform was not pos- 
sible as soon as its necessity was recognized. 
In an address recently made before a body of 
life insurance men, in New York city, the 
second vice-president of the Equitable Life 
Assurance Society, Mr. Gage E. Tarbell, 
who has charge of the American agency 
department of that company, stated that, as 
the result of practical experience in the 
field, he became convinced some ten years 
ago that business placed under a renewal 
commission was much more profitable than 
than that placed under the flat brokerage 
system. He said that in the agency which 
he then controlled renewal commissions 
were paid to solicitors with very satisfac- 
tory results. Mr. Tarbell also averred that 
six years ago, before a meeting of life un- 
derwriters in Detroit, Mich., he contended 
that the only effective cure for rebating was 
a reform in the methods of compensating 
agents; and, furthermore, that for two years 
past he had entertained the conviction that 
such a reform on the part of the companies 
was an absolute necessity. It is thus evi- 
dent that the officials of the Equitable had 
given consideration to the question of a 
reform in commissions long before positive 
action was taken. It is also interesting to 
observe that the same proposition was 
brought before the National Association of 
Life Underwriters some five years before it 
was finally endorsed through the efforts of 
President Cochran. The almost simulta- 
neous action on the part of the National 
Association and the Equitable Life, to- 
gether with the acceptance of the reform 
program by the latter’s agents, indicated 
that there existed in the minds of both 
agents and companies that essential coinci- 
dence of conviction which made it possible 
for a great company like the Equitable 
Life to put its long contemplated reform 
into force. 


Insurance Economics. 


The program nowenforced by the Equi- 
table Life embraces a material reductionin 


The Equitable’s the first year’scom- 


St mission and the 
Commission Program. 
payment of a sub- 


stantial renewal, sufficient to stimulate the 
agent’s interest in keeping the policy in 
force for a reasonable number of years. 
Under the contracts now offered the first 
year’s commission to sub-agents is placed at 
twenty-five per cent. with an additional per- 
centage allowance for expenses varying with 
the needs of each agent, not in any case, 
however, exceeding the maximum per cent. 
which the society has established as the 
highest which can be paid a sub-agent dur- 
ing the first year under any circumstances. 
The renewals paid range from five to twenty 
percent. The larger the per cent. paid the 
shorter the renewal term. The renewals 
are likewise flexible, inthat the term of years 
may be varied according to individual needs, 
but continuous renewals will not be paid. 
Renewals will not be advanced, and bonuses 
will be discontinued altogether. 


> 


It is apparent that the Equitable Life in- 
tends that the gross commissions paid under 


’ the renewal con- 
The Agent's 


; tract shall equal 
Opportunity Increased. if not exceed the 


average brokerages which have been paid 
in the past. It has been frequently pointed 
out in this magazine that no reform in 
commissions can be effective which contem- 
plates a reduction in the earning power of 
honest and intelligent agents, nor will any 
public welfare be promoted by such a re- 
duction. On the contrary no wrong will be 
done by the recognition of a higher earning 
standard on the part of life insurance 
agents. Increasingly larger returns to the 
toilers in the field of any industry or pro- 
fession, is now quite generally admitted to 
be beneficial to society at large. The 
Equitable’s reform movement, while it isan 
economical one for the company, does not 
enforce economy at the expense of the agent, 
but on the contrary recognizes his right to 
additional remuneration for his interest and 
labor expended in keeping the policy upon 
the books of the company. This isa true 
reform, because it is not an impossible 
one, and benefits both the agent and the 


company. 
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We believe that under a renewal commis- 
sion the agent will find that his returns are 
Bit cn Bee larger than they ever have 
Duce been under the most gen- 
erous brokerage, notwith- 
standing the additional effort required to 
prevent lapses. It may be fora time that 
the volume of new business will be de- 
creased, but as soon as the effect of the 
company’s reform becomes visible in its 
returns to policy holders, the facility with 
which its contracts can be sold will far out- 
weigh the temporary disadvantage experi- 
enced in competition with companies pay- 
ing high first year’s commissions. The 
effects of economy upon the intrinsic value 
of the Equitable’s policies should be very 
marked, and it only requires a steady and 
unflinching adherence to the program out- 
lined (such as we believe President Alex- 
ander and his associate officials are capable 
of giving) to insure future returns which 
will far offset any temporary reduction that 
may occur in the volume of new business 
annually placed. 
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We have read with great interest the 
official documents issued by Mr. Alexander 
since his accession 
to the presidency of 
the Equitable Life, 
and have invariably been impressed with 
the earnest depth and sincerity character- 
izing them. It has seemed to us, in view- 
ing the matter from an impartial point of 
view, that Mr. Alexander’s assumption of 
control over the destinies of the great cor- 
poration created by the indomitable will 
and energy of the late Henry B. Hyde, was 
most opportune, because it occurred at a 
period when it seemed to those interested 
in the welfare of the business as a whole, 


President Alexander's 
Opportune Elevation. 


that the contest for supremacy in the mat- 


ter of volume was leading to a kind of com- 
petition which would seriously injure the 
good name of life insurance. Mr. Alexan- 
der, apparently, is not a devotee of volume, 
and it was peculiarly fitting, under all the 
circumstances, for him to crystallize into 
positive action the opinions long enter- 
tained by the officials of the Equitable, as 
well as of other companies, regarding the 
desirability of reform. It may be that Mr. 
Alexander has not done all that some have 
thought he might do, and that some of the 
steps taken in connection with the change 


have not met with universal approval, but 
it is the firm conviction of this magazine 
that the Equitable Life has entered upon 
its present program with the sole desire to 
advance the highest and best interests of 
the company, its agents and its policy- 
holders. We believe that in changing its 
basis of compensation it has caught the 
true spirit of reform, and that in the future 
the renewal commission will prevail with 
all companies which desire to maintain 
their position in the competitive field. The 
companies which delay the longest in con- 
forming to the changed methods of com- 
pensation will find it the most difficult to 
obtain that true popularity essential for 
permanent success. 


Since the last issue of this magazine, the 
third meeting of the signers of the anti- 
rebate agreement has 
been held in New 
York city for the pur- 
pose of discussing itsfuture. As stated last 
month, the original committee of five, ap- 
pointed at the first meeting to consider the 
question, reported in favor of its dissolu- 
tion, although a minority report was pre- 
sented favoring continuance in an amended 
form. At that time a drastic resolution 
was introduced placing the responsibility 
for the dissolution of the compact upon two 
of the largest original signers, but after 
considerable discussion this resolution, 
together with the conflicting reports of the 
committee of five, were referred back to 
the committee for further consideration 
and two new members were appointed. 
The enlarged committee was instructed to 
report ata meeting to be held not later than 
December 20. Inaccordance therewith the 
committee of seven met in New York city 
December 19, at which all of the conditions 
concerning the problem were thoroughly 
discussed. 

The committee was by no means unani- 
mous as to what should be done with the 
agreement. Some favored its absolute 
abrogation without any attempt at further 
co-operation upon the question of rebating, 
while others were strongly in favor of con- 
tinuing the agreement in some form; but 
there was little agreement as to the exact 
conditions of a newcompact. The commit 
tee finally agreed upon a report to which 
all the members affixed their signatures 


Progress of the 
Rebate Movement. 
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This report was presented at a meeting of 
the companies held the following day and 
was adopted, with two dissenting votes. 
The following companies were represented : 
United States, Metropolitan, New York 
Life, Home, Provident Savings, Union Cen- 
tral, Phoenix, Manhattan, Penn, Connecti- 
cut General, Vermont, Provident Life & 
Trust and Mutual Benefit. The National, 
Massachusetts Mutual and New England 
were represented by proxy. 


¥ 

The committee’s recommendation adopted 
was that the present compact be continued 
Tin Attias until a new one is formed, by 

the terms of which the com- 
Taken. ; 

panies party thereto shall be 
bound to promptly discharge agents for 
rebating, and to refuse to employ agents so 
discharged within one year. A committee 
of three, consisting of Manager Joseph Ash- 
brook of the Provident Life & Trust, Presi- 
dent John M. Pattison of the Union Central, 
and Vice President Darwin P.Kingsley of the 
New York Life, were appointed to prepare a 
form for the new compact and to obtain the 
signatures of companies. In the resolution 
adopted it was provided that the new 
compact become effective when the signa- 
tures of fifteen companies have been ob- 
tained, and that the original compact then 
cease to be in force. 

Referee Thomas B. Reed’s election as the 
trustee of the New York Life Insurance 
Company will necessitate his resignation 
from that position and the appointment of 
his successor will, of course, depend upon 
the nature and scope of the new agreement. 
Not the least important part of the special 
committee’s report adopted at the meeting 
was the preamble accompanying the reso- 
lutions, in which an attempt was made in 
diplomatic language to account for the 
failure of the present compact. The com- 
mittee felt that it was absolutely necessary 
to make some public declaration upon this 
question, and while some of its aggressive 
members favored a more positive and direct 
statement, it was deemed best to make the 
declaration a general one entirely. The 
committee’s statement, as adopted, is sub- 
joined : 

‘‘Whereas, The Anti-Rebate Compact 
was adopted in consequence of the recogni- 
tion by all life insurance companies of the 
fact that rebating had become a formidable 
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and dangerous evil. As each company was 
supposed to have the power to regulate the 
conduct of its agents, it was conceived that 
the most effective method to abolish the 
practice was for each company to exercise 
this control by the adoption of a rule for- 
bidding rebating: but, as it was foreseen 
that this effort would be still more effective 
if the companies were to act in concert, the 
Anti-Rebate Compact was formed, under 
which each company solemnly pledged 
itself to enforce a strict prohibitory rule. 
The penalty to an agent for the violation 
of this rule was the refusal by the com- 
panies signing the Compact to receive busi- 
ness from him for the period of one year. 
As it was possible that in a limited number 
of cases an agent might claim that he was 
unjustly charged and should not therefore 
be made liable to the severe penalty im- 
posed, a referee was selected to whom such 
cases might be referred for decision. It 
was a justifiable assumption that positive, 
authoritative instructions from the com- 
panies to their agents would be generally 
obeyed, and that the penalty provided 
would deter the limited number of agents 
disposed to disregard and defy positive 
instructions. The appointment of a referee 
amply provided against unintentional in- 
jury to an agent unjustly accused. The 
only true conception of the nature of the 
Compact was that its execution depended 
solely upon the good faith of the several 
parties to it. If it could be supposed that 
it was not made in good faith, there was no 
power, external or otherwise, to compel 
the performance of its provisions. This 
Compact did not constitute rebating a dan- 
gerous practice, demoralizing to the busi- 
ness and menacing its security. That had 
become patent, and was universally con- 
ceded. An immediate and effective remedy 
was imperatively required. That individ- 
ual action by the companies, or, better still, 
concerted action, would be the most effec- 
tive method for eradicating this evil, has 
not been disproved. But we are confronted 
by formal notice from a number of the 
companies that they have withdrawn from 
the Compact. Whether they are privi- 
leged under the terms of the Compact to 
withdraw, it is useless to discuss. The 
Compact was voluntarily entered into by 
each company, and adherence to the pledge 
should be voluntary and not compulsory. 
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It is not necessary to discuss the several 
reasons presented by the companies which 
have announced their withdrawal. A Com- 
pact adhered to by a limited number of 
companies is not a Compact of all the com- 
panies, and cannot, for that reason, serve 
the purpose of its original creation. But 
occasion is taken to reaffirm all previous 
declarations respecting the evils of reba- 
ting, and to impress upon each company 
its individual duty to do all in its power to 
eradicate a practice dangerous in its ten- 
dencies and which reflects dishonor upon 
the business of life insurance. Encourage- 
ment to such action is found in the attitude 
taken by representative agents in various 
parts of the country, as manifested by the 
earnest protests against the abrogation of 
the Compact, unless such measures shall 
be adopted as will ensure a fair and honor- 
able competition for business.’’ 
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The result of the meeting of December 
20th has been variously interpreted. It is 
What Will the New “omsidered by some 
Compact Be? to be a virtual disso- 

lution of the original 
compact, while others hold it to be a reaffir- 
mation of all the principles contained in 
that agreement,—and such it is in fact, 
although it is probable that none of the 
companies consider the present agreement 
as having any particular binding force. 
This is a rather remarkable statement to 
make; nevertheless, it is easily explain- 
able. The withdrawal of a number of the 
companies, together with the fact that the 
anti-rebate agreement depended for its en- 
forcement entirely upon the good faith of 
the signers, led all the companies to recog- 
nize that its practical usefulness was at an 
end. Nevertheless, the companies which 
remained in the agreement were very loath 
to formally disband, because of the bad 
effect such action would have upon the field 
forces. This resolution became stronger 
as the opinions of leading general agents 
in all parts of the country became known. 
It was felt that in its moral effect the agree- 
ment had been very successful, and that if 
the companies at this time formally voted 
to dissolve the agreement this action would 
be accepted by agents as a license to rebate. 
It seemed very desirable to avoid, if possi- 
ble, such an impression, and, when the 
matter came to be carefully considered, it 








was decided that it would be fatal to the 
interests of the crusade against rebating to 
allow the old agreement to go by the board 


at this time. This led the committee to 
conclude that a formal vote reaffirming the 
principles upon which the original compact 
was based, and continuing it in force until 
a new one could be formed, was the only 
wise and consistent course which the com- 
panies could pursue. 

It is absolutely impossible for any one to 
determine whether or not a new compact 
will be adopted, or if adopted what its 
terms will be. In leaving the matter in its 
present form the meeting of December 20 
practically threw it upon the insurance fra- 
ternity for discussion. The plan presented 
by the special committee of three to the 
companies for signature will undoubtedly 
be governed to a very considerable degree 
by what appears to be the sentiment of the 
companies and agents upon the question. 
From some of the comment which has ap- 
peared in the insurance press, it is apparent 
that in some quarters there is a desire that 
the new agreement shall be a purely per- 
functory affair, merely declaring opposition 
to rebating and pledging the signers to dis- 
charge any agents found guilty of rebating 
and not to re-employ them within one year, 
each company to be left to determine, upon 
its individual judgment, what agents have 
been guilty of giving a rebate. While this 
plan would undoubtedly have some moral 
effect in checking rebating, and might bet- 
ter be adopted than to have no agreement 
at all, yet it would not touch the problem 
of rebating on its commercial side in any 
degree. It would virtually leave the ques- 
tion open, and probably very few companies 
would undertake, in the face of competition, 
to enforce very rigid rules in regard to the 
matter. It is probable also that such a form 
of agreement could not be adopted without 
very strenuous opposition on the part of 
certain important interests which believe 
that if there is any agreement it should 
have some practical binding force. 
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It certainly was not the intention of the 
committee of seven that the new agreement 
Defects of the suggested should be 


merely a perfunctory 
Old Agreement. affair, but that it should 


be in every respect a practical compact be- 
tween the companies to stop rebating. It 
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seems most unlikely that the new agree- 
ment when adopted will represent anything 
in the line of a retrograde movement, but, 
on the contrary, that it will be an advance 
upon the old compact, and that the defici- 
encies existing thereunder will be remedied 
so far as possible. It is admitted that the 
old agreement failed because it depended 
for enforcement entirely upon the good 
faith of the signers: but as in every other 
form of business, it has been found that 
commercial agreements cannot be made 
effective upon this basis. The old agree- 
ment provided that any agent detected in 
rebating should be discharged and not be 
employed by any member of the compact 
within one year, and yet there was no pro- 
vision for enforcing this rule. A company 
could observe it or not, as it chose, and 
there was no redress. It is a well known 
fact that agents who had been found guilty 
of rebating and were discharged, were re- 
employed contrary to the terms of the 
agreement. But neither the referee nor 
anyone else had authority to see that the 
terms of the agreement in regard to the 
employment of agents were strictly adhered 
to. Therefore, if the new agreement which 
it is proposed to adopt is to be made effec- 
tive, it will probably be found necessary to 
provide some substantial penalty for a vio- 
lation of its terms. For many years agree- 
ments in fire insurance were based solely 
upon good faith, but through the process of 
evolution the terms of co-operation have 
become much more rigorous and the penal- 
ties provided much more severe. In hand- 
ling the rebate question by agreement be- 
tween the companies, life underwriters will 
undoubtedly be confronted with the same 
difficulties and will find that dependence 
upon good faith entirely is an ideal con- 
dition, and that the effectiveness of co- 
operation will depend upon substantial 
penalties. 

It would hardly be safe to predict what 
success the comuinittee of three will have in 
securing the fifteen signatures required, 
but it would seem that in view of the senti- 
ment among the companies and among the 
agents a sufficient number of companies 
would be found who are willing to join the 
new movement. The campaign for 1899 
which has just closed has been a very heated 
one and has probably engendered consider- 
able hard feeling between some of the 


company Officials, yet it is not improbable 
that, with the relaxation of competition 
during the early months of the present 
year, the task of bringing the company 
officials together will be very much less 
difficult than during last year. It is a fact 
that there exists at present an apparent 
division of interest between two of the 
giant companies and a third giant company 
and some of the smaller companies. It is 
probable that the former would be willing 
to sign an agreement to which the latter 
would not agree and vice versa. Some of 
the companies will not sign unless there is 
some declaration upon commissions, while 
others will not sign if there is. The task 
of formulating an agreement which will 
meet conflicting {views is a difficult one, 
which however the Committee may be able 
to meet by tact and by a willingness to 
compromise in the interests of harmony. 
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As an outcome of the recent discussion 
in regard to the anti-rebate agreement, a 
A Cited Anite proposition has been 
advanced for the or- 
tion of Executives. waa i 

ganization of a Na- 
tional Association of Life Insurance Offi- 
cials. The need of such an organization 
has for a long time been felt, and, while 
the proposition is not altogether new, its 
discussion at this time is evidence that the 
necessity of such an association is now 
strongly recognized. Although in all other 
departments of life insurance there has 
been co-operation between the representa- 
tives of different companies, there has never 
been such extended co-operation between 
the executive officials. The anti-rebate 
compact has by no means fulfilled the re- 
quirements. This merely called for the 
signatures of the executive officials to a 
formal document, the practical execution 
of the compact being left in the hands of a 
referee. The company officials have never 
engaged in a co-operative movement such 
as has been inaugurated among the agency 
forces by the actuaries and by the medical 
examiners. It is stated, probably with a 
great deal of truth, that the deficiencies of 
the anti-rebate agreement were due largely 
to the fact that there was no actual co- 
operation or sympathy between the com- 
pany executives. No meetings were held 
regularly, and were only called in some 
particular crisis. Since the meeting at 
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which the compact was originally formed, 
in 1895, but one meeting has been called 
prior to the several meetings of more recent 
date. It is claimed that had there been 
regular meetings of the officials during the 
interval, at which the problems of rebating 
could have been freely discussed from the 
standpoint of the different companies, that 
in all probability the agreement would 
have been more useful, and would perhaps 
have been effectively in force today. If the 
proposed national association of officials is 
organized, regular meetings will be pro- 
vided for, at which various problems per- 
taining to the mutual interests of the com- 
panies can be discussed and if necessary 
acted upon. Unless the new compact,when 
formed, shall provide for this co-operation 
between the executives, it would seem very 
desirable that some steps be taken towards 
the formation of an independent organiza- 
tion. The beneficial results which have 
come from conference and co-operation 
between the company officials in the past, 
make it certain that some very important 
results would be obtained if this plan were 
more generally adopted. 


¥ 


The opinion has been frequently ex- 
pressed in this magazine that sentiment in 
favor of co-opera- 
tion between the 
companies upon 
commissions is growing. It is already 
apparent that this question is receiving 
very careful consideration by the different 
companies. Whether it will result in any 
attempts at a practical commission agree- 
ment during the current year is more or 
less problematical, but it is not unlikely 
that if the’ proposed new anti-rebate com- 
pact, in addition to providing for the dis- 
charge of rebating agents, were to under- 
take in some tentative way at least, to 
regulate commissions, it would obtain 
several signers who might not otherwise be 
willing to enter the agreement. As we 
have previously set forth, rebating is virtu- 
ally a competitive question. It holds the 
same relation to life insurance cut that rates 
do to other lines of business. All other 


Prospects of a Com- 


mission Agreement. 


things being equal, the agent who can make 
the deepest cut will procure the business, 
and the agent who can make the deepest 
cut is the one who is paid the highest com- 
mission. 


We do not believe that rebating 








will ever be effectually minimized until 
competition upon commissions has been 
eliminated. It is, therefore, interesting to 
note that there has been some agitation 
among the companies in fayorof effecting 
an agreement upon a maximum first year’s 
commission, say of fifty per cent. If this 
were done, renewals, of course, would be 
left open for competition. It is claimed 
that an agreement upon maximum commis- 
sions for the first year would very largely 
eliminate the problem of rebating on first 
year’s business and that in leaving the re- 
newal commissions untouched, the wishes 
of those companies which were unwilling 
to stop competition altogether would be 
met. This proposition has been very favor- 
ably considered by some prominent under- 
writers and possibly it may represent what 
will be the first effective step towards a 
working commission agreement. It is not 
unlikely that an anti-rebate agreement 
providing for the discharge of rebating 
agents, limiting the maximum first year’s 
commissions and abolishing the payment 
of bonuses, would receive enough signa- 
tures to insure its successful adoption. 


aa 


During the past month a disagreement has 
arisen between the New York Life and the 


The Dissolution of an pa 08 
Agency Agreement. a yet 
standing which 


has existed between these companies in 
regard to the employment of each other's 
agents. It appears to have arisen, indi- 
rectly, out of the recent withdrawal of the 
Equitable Life from the anti-rebate com- 
pact. The immediate cause of the diffi- 
culty, however, was a notification on the 
part of the Equitable’s Russian manager 
cancelling the arrangement between the 
two companies so far as that country is con- 
cerned. 

Some six years ago the Equitable and the 
New York Life, in the interests of better 
methods in agency work, made a verbal 
agreement not to employ each other’s 
agents without the consent of the other com- 
pany. This arrangement was made for the 
entire world. The agreement has in the 
main been faithfully kept by the represen- 
tatives of both companies, but there ap- 
pears to have been some difficulty in com- 
petition between the Russian managers of 
the two companies. During the recent 
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visit of Vice-President Perkins to Europe 
the Russian manager of the Equitable Life 
communicated with the officers of that 
company, asking for authority to negotiate 
with Mr. Perkins for the cancellation of 
the agreement so far as that country was 
concerned, stating that the manager of the 
New York Life had repeatedly violated the 
arrangement. The authority to negotiate 
with Mr. Perkins was granted, but, as that 
official had in the meantime returned to 
America, the Russian manager was unable 
to negotiate, but, instead, notified the New 
York Life of the termination of the agree- 
ment in Russia, stating that he did so on 
the authority of the home office officials. 

Upon receipt of this communication the 
New York Life notified the Second Vice 
President of the Equitable Life, Mr. Gage 
E. Tarbell, that inasmuch as the agency 
agreement had been terminated in Russia, 
he believed it best to abrogate it for the en- 
tireworld. Possibly,had all other previously 
existing agreements between the Equitable 
and the New York Life been harmonious, 
the New York Life might not have sought 
to terminate an arrangement which tended 
to place the business upon a higher plane. 
Among other agreements, however, which 
had been entered into between the two com- 
panies in the past, was that of a limit in the 
maximum brokerage to be paid for business 
in New York city not to exceed 75 per cent., 
an agreement that medical examiners’ 
fees should not exceed $3.00, and another 
stipulating that stamp taxes be col- 
lected from the policy holder. There was 
also the anti-rebate agreement, to which 
both the New York Life and the Equitable 
were party, together with a majority of 
other companies. The New York Life 
claims that the Equitable had previously 
broken the arrangements in regard to 
brokerages, medical fees and stamp taxes, 
but undoubtedly the chief source of resent- 
ment was towards the Equitable’s attitude 
upon the anti-rebate compact. 
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Upon receiving the notice of the can- 
cellation of the agency agreement, Mr. 
Tarbell immediately 
conferred with the 
officers of the New York 
Life. Several days were spent in these con- 
ferences, in which Mr. Tarbell urged upon 
the New York Life the propriety of adher- 


An Unsuccessful 
Conference. 





ing to the agency agreement in the interests 
of better methods. Very little apparent 
progress was made; but at a subsequent 
conference, invited by the New York Life, 
a proposition was made to renew the agency 
agreement if the Equitable was willing to 
reconsider the agreements in relation to 
brokerage, medical fees and stamp tax, and 
also to engage with the New York Life in 
some form of anti-rebate agreement, either 
between the two companies exclusively, or 
between these two companies and as many 
other companies as could be induced to join 
such anagreement. Mr. Tarbell states that 
this was the first time these other questions 
were introduced into the discussion regard 
ing the agency agreement. He was unpre- 
pared to consider them in connection there- 
with. 

The Equitable Life claims that so far as 
brokerages are concerned, its new rates of 
commission limit the compensation to be 
paid on first year’s business not only in 
New York city but throughoutthe country, 
at a less figure than that at present paid by 
the New York Life. In regard to its in- 
crease of medical examiner’s fees from $3.00 
to $5.00, it avers that the agreement was 
not entered into for any definite time, and 
the increase made only with a view to im- 
proving the medical service. In regard to 
the stamp tax the company claims that in 
declining tocollect the tax it merelyfollowed 
the example of a majority of companies. It 
also thinks that the New York Life is :mis- 
taken in placing upon it the responsibility 
for the failure of the anti-rebate agreement. 
It disclaims the charge that the Equitable 
dealt the death blow to that agreement and 
states that the compact died a natural 
death, the Equitable withdrawing only 
after a number of other companies had 
done so. Vice-President Tarbell, looking 
at the matter from his point of view, feels 
that the action of the New York Life in 
regard to the agency agreement was taken 
for the purpose of securing, if possible, the 
agents of the Equitable Life Assurance 
Society, in view of the fact that the latter 
has remodeled its forms of compensation. 
On the other hand, the officials of the New 
York Life claim that if the Equitable is 
willing to enter into the agreement for the 
improvement of the business respecting the 
appointment of agents, it should likewise 
be willing to engage in other agreements 




















which are of equal importance in elevating 
the tone of life insurance. 
5 
One of the earliest results of the abroga- 
tion of this agency agreement by the New 
York Life, was a remark- 


ee vagiae able coup d’etat performed 
, by the officers of the Equi- 
table. This was nothing less than the cap- 


ture of nine agency directors in the Metro- 
politan Department of the New York Life, 
together with a large proportion of their 
best agents. Mr. Tarbell states that imme- 
diately following the notice of abrogation 
the New York Life notified its agents by 
wire of the fact, and at once began ener- 
getically to canvass the Equitable’s agency 
force for the purpose of securing its men. 
This canvass, which was continued during 
the several days of conference between the 
two companies, was, Mr. Tarbell says, un- 
successful. He states, furthermore, that 
during this time the Equitable made no 
movement to unsettle the agents of the 
New York Life. 

Several days after the unsuccessful ter- 
mination of the negotiations, he met, by 
appointment, the nine agency directors of 
the New York Life, operating in the Metro- 
politan Department, and discussed with 
them the new plan of agency compensa- 
tion adopted by the Equitable. Asa result, 
these directors agreed to enter the service 
of the Equitable, and to recommend that 
their agents do likewise. More than half 
of the four hundred agents included in the 
department engaged with the company. 
The balance were retained in the service of 
the New York Life by the earnest argu- 
ments of its officials, and by some conces- 
sions in the forms of compensation. The 
officers of the Equitable state that no special 
inducements were offered the New York 
Life agents beyond those extended to its 
own agents under its new rates of commis- 
sion, and claim that the transfer occurred 
merely because the men believed the per- 
manent results to them under the Equi- 
table’s reformed commission rates would 
be better than the present plans of the New 
York Life. 

These events are so recent that it would 
be impossible, at this time, to reach any 
unbiassed conclusions regarding the causes 
leading to these extensive transfers; but, 
if the facts be as they appear, it tends to 
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indicate that the drift of agents devoting 
their whole time to the business is toward 
the company paying liberal renewal com- 
missions. 
¥ 

All friends of life insurance will regret 
that the occurrences of the past few months 
have tended to interfere 
with the business co- 
operation which has for 
so many years existed between the Equita- 
ble and New York Life. This co-operation 
has undoubtedly tended to elevate the busi- 
ness, and it is extremely unfortunate, at a 
time when the spirit of reform is in the air, 
that these companies should be drawn 
apart rather than together. Every impar- 
tial observer will admit that both com- 
panies entertain and seek to enforce many 
ideas which tend to promote the best inter- 
ests of life insurance, but their methods in 
regard thereto are distinctive and in some 
respects different. It would seem that upon 
those two most important questions, the 
employment of agents and the anti-rebate 
agreement, it should be possible for both 
the Equitable and New York Life to resume 
friendly relations and to move forward to- 
gether, provided each is prepared to make 
reasonable concessions to the other. It is 
probably true that the officers of each com- 
pany, zealous in its cause and loyal to its 
interests, have been too ready to suspect 
each other’s sincerity, and we are confident 
that it is only necessary to remove this, 
perhaps not unnatural but quite unjusti- 
fiable, feeling of suspicion, in order to 
secure that unity which would prove highly 
beneficial to the interests of each company, 
as well as to the business as a whole. 


> 

The first of January has passed without 
any recent announcement on the part of life 
insurance companies 
concerning their in- 
tentions in regard to 
going toa higher reserve. This is signifi- 
cant, in view of the popularity which the 
movement towards a three and three and 
one half per cent reserve assumed in the 
early part of the year. The National Life 
Insurance Company of Montpelier has re- 
considered its decision to adopt a three per 
cent reserve January I, 1900, and announces 
that it expects to place its reserves upon 
this basis next January, while business in 


Hopes for Future 
Co-operation. 


Reaction Regarding 
Higher Reserves. 
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the meantime will be done upon a four per 
cent basis. There is undoubtedly some 
significance in these facts. We believe it 
indicates a reaction on the part of American 
life insurance companies in regard to the 
present necessity for going to a higher 
reserve. This question has been very thor- 
oughly discussed during the past two or 
three years. All its bearings upon the in- 
terests of the companies and their policy- 
holders have been quite carefully consid- 
ered. We believe that this consideration, 
together with a more complete understand- 
ing of the circumstances which led to the 
adoption of a higher reserve by some of the 
companies, has greatly modified the opinion 
of the company officials which at one time 
certainly appeared to be drifting strongly 
away from the four per cent reserve. 
Another fact, which has contributed to 
what appears to be a reaction in opinion, is 
that rates of interest during the past two 
years have stiffened, particularly during 
the latter part of 1899. The table of sta- 
tistics, giving the interest earnings of life 
insurance companies for twenty-five years, 
published in the last number of this maga- 
zine, shows that during 1898 the rates of 
interest earned experienced some improve- 
ment, and there is no question but that a 
like improvement will be shown upon the 
interest earnings for 1899. The increase in 
general prosperity, absorbing idle capital 
and widening the field for investments at 
profitable rates, has resulted in a marked 
increase in the rates of interest at which 
recent life insurance investments have been 
placed. The indications point strongly to 
the conclusion that there is likely to be a 
permanent improvement in the rates of 
interest earned upon conservative invest- 
ments over the rates which have been real- 
ized during the depressed period through 
which the country has recently passed. 


Since the adoption of a higher reserve 
involves an increase in rates, none of the 
companies are anxious to establish a three 
or a three-and-a-half per cent reserve, un- 
less they are compelled to do so. There- 
fore, every argument showing that such a 
movement is unnecessary has tended to 
check the movement towards a higher re- 
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serve. It is undoubtedly true that at one 
time there appeared to be some chances of 
early legislation in regard to giving up the 
four per cent reserve, but at present it 
looks very much as though such an attempt 
would be indefinitely postponed. Out of 
twenty-eight companies doing business in 
Massachusetts, twelve are at present writ- 
ing new business upon an interest assump- 
tion lower than four per cent. 


* 


It is learned that among other companies 
the Mutual Benefit Life Insurance Com- 


The Mutual Beneft’s P®"Y has reformed 


is Ccemitsinns its methods of com- 
i pensating agents. 


In response to an inquiry upon the subject, 
the company’s mathematician, Mr. Bloom- 
field J. Miller, says: ‘‘I do not feel at lib- 
erty to go into details further than to say 
that about a year ago we adopted a new 
scale of commissions, by which the per- 
centage of commissions paid upon com- 
paratively high premium policies, where 
the investment element predominated over 
the insurance element, were materially 
reduced.” 


At the May, 1899, session of the Actuarial 
Society, Mr. Miller, then its presidént, 
made the following declaration upon this 
point: ‘‘I believe it would be good policy 
for the companies to adjust their scale of 
commissions so far as to favor the issue of 
low-premium, long-term policies, rather 
than the issue of high-premium investment 
policies. I believe it desirable to reduce 
the expenses attached to investment poli- 
cies, in order that the results realized on 
such policies may continue to be satisfac- 
tory to the insured. A good way to do this, 
in my opinion, is to name a class of poli- 
cies upon which the company will pay 
maximum commissions, and to extend these 
commissions to all policies having smaller 
premiums, and, in case of policies having 
higher premiums, to treat the excess pre- 
miums in the light of mere deposits for 
investment, and to pay on such excess pre- 
miums a very moderate collection commis- 
sion, which, I think, might well be the 
same for first premiums as for renewals.” 
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The year 1899 proved one of the most dis- 
astrous which fire insurance companies 
. have ever experienced: 

The Year in P 


. +: Increased fire losses 
Fire Underwriting. : 
and increased ex- 


penses, coupled with reduced rates, will 
probably result in a very substantial loss 
for the majority of the companies. The 
returns of some of the leading companies 
indicate that they have,suffered very heavily 
upon the underwriting account. Large 
companies investing their assets in first- 
class securities have been affected favorably 
rather than otherwise by changes in the 
stock market. The most discouraging ex- 
perience has been in New York city where 
some enormous loss ratios have been met 
with. It is estimated by competent au- 
thority that the fire premiums in New 
York city on the basis of the present tariff 
will not exceed $8,000,000. and probably will 
be nearer $7,500,000., while losses are 
believed to range from $8,000,000 to $10,000, - 
ooo. In the city of Philadelphia the results 
have been almost equally discouraging, 
where the losses have very nearly doubled 
over previous averages. The experience in 
Chicago and the middle West has also been 
very disastrous as a whole, but from present 
indications it is not improbable that New 
England, the South and the Pacific Coast 
will return some profit to the companies. 
The marked increase in insurance losses, 
together with demoralization in commis- 
sions and rates, has led many underwriters 
to believe that during the current year 
some very’ positive efforts should be made 
to improve conditions. In this emergency 
President E. C. Irvin .of the National 
Board of Fire Underwriters has very hap- 
pily come forward and, in a circular 
addressed to members of the Board, has 
asked for authority to select and appoint a 
committee of twenty-five, composed of rep- 
resentatives of all classes of companies, to 
meet in New York during January, Febru- 
ary and March to consider and formulate a 
plan for united action to be presented at a 
meeting of all of the companies to be called 
in New York during April. 


FIRE INSURANCE 








In his communication Mr. Irvin refers 
to the deplorable conditions existing, which 


Mr. Irvin Outlines "& 82Y8 are “rapidly 
die Contiiees approaching a crisis 
F which will severely 


test the resources of the strongest corpora- 
tions.’’ In reciting the causes which have 
led to this condition he says: 

‘* By reason of our mistakes and our un- 
wisely directed efforts we are menaced with 
the distrust of the public, and in conse- 
quence of our antagonisms and conflicts 
we are bringing upon ourselves most hos- 
tile and dangerous legislation. The situa- 
tion thus briefly stated has been met with 
apparent apathy by fire insurance com- 
panies of all kinds, and a fierce strife for 
supremacy goes on with the most reckless 
disregard of our obligations to the public 
and to those who have placed us in posi- 
tions of trust and responsibility. While 
prosperity is attending almost every branch 
of business in this country, we are not ina 
position to command or to be benefited by 
it. We seem to be competing with each 
other in an effort to increase the expense 
of the business without making any earnest 
effort to increase our revenue to meet this 
increased expense. The conditions that 
confront us are certainly susceptible of im- 
provement; and, as thoughtful, honest and 
responsible men, we owe it to the public, 
to our stockholders and to ourselves to use 
our experience under the sense of duty 
which we must realize, to unite our efforts 
to restore our business to a position of 
safety, and place it on a plane of ordinary 
business prudence.’’ 

Mr. Irvin’s suggestion has met with the 
most cordial approval on the part of lead- 
ing underwriters, especially those who 
have in the past been most closely identi- 
fied with co-operative movements, and we 
are credibly informed that from the re- 
plies he has received the President of the 
National Board feels justified in appoint- 
ing the committee suggested. This is the 
second time Mr. Irvin has undertaken to 
meet a crisis through his official connection 
with the National Board. The results of 
his previous efforts were very successful, 
and there is no question but that in the 
present instance his good offices will pro- 
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duce beneficial results. The responses re- 
ceived by Mr. Irvin warrant this expecta- 
tion. 


¥ 


It is not probable that conditions can be 
changed merely by an agreement as to con- 
The Outlook certed action between the 
ian in Reesty 

improved conditions will of 
course only come about through the opera- 
tion of natural law, but it is possible that 
Mr. Irvin has been far sighted enough to 
see that, through the operation of this 
law, the minds of underwriters are being 
brought into a condition where they will, 
without very much argument, co-operate 
in the maintenance of conditions which 
will place the business upon a more profit- 
able and harmonious basis. 

One difficulty which stands in the way of 
co-operation between all the companies, is 
the contest on graded commissions and sep- 
aration now in progress in the West. The 
adoption of this measure of self-defense on 
the part af the Western Union has stirred 
fire underwriting in that section to its foun- 
dations, and if it has not created, has at 
least brought to the surface a condition of 
antagonism which does not promise well 
for immediate harmony. The present indi- 
cations are that the Western Union is more 
than ever determined to adhere to its 
graded commission-separation platform. 
While its operation has not produced the 
results which many looked for, yet it has 
undoubtedly caused more consternation in 
non-union ranks than almost any other 
measure which could have been adopted. 
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Another difficulty which will confront 
the fire insurance companies and their 
agents is the continued 
hostility of Western and 
Southern states towards 
co-operative fire insurance rating. In many 
of these the power to interfere with the 
operations of the companies already resides 
in the state officials, and it is expected, 
with the opening of anumber of state legis- 
latures, that further legislation of a re- 
strictive character will be attempted. What 
success will be met with in this respect, of 
course, is not known, but with the present 
disposition on the part of a large portion of 
the fire insurance companies operating in 


Interference by 
the States. 
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the Western territory, it is possible that 
they may feel it to their interest to encour- 
age this kind of state interference. Many 
of the agents also are disposed to assist in 
this attempt to advance special interests 
through the medium of the state. 

On the other hand, however, there has 
undoubtedly been a very strong reaction in 
all quarters against any attempt to destroy 
legitimate rating associations or to prevent 
co-operation between the companies in the 
matter of fixing prices. An examination 
of the actual experience in states where 
joint rate making has been prohibited 
shows that results to the insuring public 
have not been so favorable as in states hav- 
ing no such laws. In other words, the 
cost of doing the business, which has been 
reflected in the average rates charged by 
the companies, shows a less relative de- 
crease in anti-compact states than in other 
states which do not have this law. It is 
said that in Virginia there has been a de- 
cided reaction in sentiment on the part of 
the public against the drastic anti-compact 
law recently passed in that state, and it is 
not improbable that during the next session 
some very active efforts will be made on 
the part of property owners to secure a re- 
peal of this law. It is also a fact that the 
appeals which insurance companies and 
their agents have made to the state authori- 
ties, for the purpose of advancing their 
own special interests, have not proved as 
effective as contemplated, and have in 
reality resulted in a reactionary sentiment 
which has been in the long run more in- 
jurious than beneficial. Local agents, also 
realizing that by encouraging state interfer- 
ence with the prerogatives of the compan- 
ies, they are likely to call down state inter- 
ference with their own associations, are 
very much less anxious to invoke this 
dangerous power. 


There does not appear to be any disposi- 
tion whatever on the part of the companies 
to override state anti-compact laws in any 
respect. The sentiment in favor of observ- 
ing these laws to the letter is everywhere 
expressed, as it is felt that it is the only 
way in which the companies can, in the 
future, look for fair treatment at the hands 
of the states which are at present pursuing 
a mistaken policy in regard to joint rate- 
making. There is no question, however, 
but what a conference between the com- 

















pany officials would result in a very 
much better understanding as to the 
general situation and would undoubtedly 
strengthen each individual company in its 
determination to write business in anti- 
compact states only at adequate rates, and 
to insist upon covering the cost of transact- 
ing the business without resort to de- 
moralizing practices and attempts to gain a 
temporary advantage over competing com- 
panies because of the absence of restriction 
in regard to tariff rates. 
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In view of the current tendencies in fire 
insurance, the article contributed to this 
Mr. Chard’s Views "U™Dber of INSUR- 
shtin “sees 
Mr. Thomas S. Chard 
of Chicago, upon the fire insurance situation 
in the West, will be read with widespread 
interest. Mr. Chard has not only been for 
many years a close student of fire under- 
writing, but his recent determination to 
retire from the business renders his views at 
this time particularly interesting. These 
circumstances undoubtedly contribute to 
greater freedom of expression. Mr. Chard’s 
views are decidedly advanced and such as 
few underwriters probably would undertake 
to express in a published article at this 
time. Nevertheless, Mr. Chard’s presen- 
tation of the causes for the present dis- 
turbances, together with his views in 
regard to the future will undoubtedly be 
endorsed by a large majority of intelligent 
underwriters. This magazine has taken 
occasion in the past to outline the diffi- 
culties which have resulted from over- 
supply in fire insurance. It has also 
expressed the opinion that the current 
tendencies were in the direction of greater 
and greater centralization and that these 
tendencies, if allowed to develop on natural 
and legitimate lines, would result in 
benefit to all concerned, especially to 
the property owner, whose cost of insur- 
ance would be thereby reduced. Concen- 
tration cannot of course occur without 
displacement, but it is certain that dis- 
placement will first be felt among the least 
efficient and desirable elements of the 
business. Whatever the conditions of the 
future may be, the profession of fire 
underwriting will continue to afford large 
and increasing opportunities for men of 
talent and integrity. The fact that during 








Review of the Month. 9! 


the past two decades no new fire insurance 
company has been organized and success- 
fully conducted upon a large scale, is one 
evidence of the fact that the conditions 
of the business do not circumscribe the 
opportunities for the development of first- 
class talent. Just as soon as concentration 
tends to limit or destroy the opportunities 
afforded to these men, we shall witness the 
organization of large and successful new 
companies, but not until then. 


5 

Since the last issue of this magazine, the 
fire insurance companies have obtained a 
signal victory in Ohio 
against the Attorney- 
General of that State, 
who has for nearly three years past been 
prosecuting the companies under the anti- 
compact law. This law prohibited the 
combination of insurance companies for 
the purpose of fixing rates. In March, 
1897, Attorney-General Monnett brought 
suits against eleven fire insurance com- 
panies for alleged violation of this law. 
These suits were brought in spite of the 
protest of the insurance department, which 
claimed that it alone had jurisdiction in 
the matter. After careful investigation, 
Superintendent of Insurance Matthews 
issued a lengthy statement in which he 
held that the companies were not main- 
taining rates in Ohio by agreement, and 
were not, in consequence, violating the 
anti-compact law. Notwithstanding this 
announcement on the part of Mr. Mat- 
thews, the attorney-general persisted in his 
prosecutions against the companies. The 
matter was finally carried to the Supreme 
Court, which, after hearing both sides, de- 
cided that the court had no jurisdiction, 
and that the power to act resided entirely 
with the insurance department. This vir- 
tually supported the proposition that the 
companies were not violating the law. 

In his public statement Mr. Matthews 
held that the law did not apply to local 
agents, and that they were at liberty to 
engage in joint rate-making if they so 
desired. Under these circumstances the 
companies have entirely relinquished any 
attempt to control rates in the State of 
Ohio by combination, and have left the 
matter wholly in the hands of the local 
agents, who are maintaining uniform rates 
through their local boards or through pri- 
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vate rating bureaus maintained in different 
localities. The Supreme Court denied the 
request of the attorney-general for a re-trial 
of the cases. 

By this decision the status of rate-making 
in Ohio seems to be very definitely out- 
lined. The agents are at liberty to make 
rates by agreement between themselves, 
and now that the agents.of Ohio are thor- 
oughly organized, and are placing them- 
selves in a position of defence against 
adverse legislation, it is probable they 
will be able to defeat any attempts made 
to deprive them of the right of agree- 
ing upon rates. As the rate situation in 
the West develops, it is apparent to many 
companies that the only resort for them, in 
view of the absence of a national regula- 
tion, is to place the matter of rating en- 
tirely in the hands of local agents, who are 
not only interested in maintaining adequate 
rates, but will be able to exert an influence 
upon state legislation which the companies 
cannot bring to bear. 


¥ 


Interest in state interference has been 
aroused by the attitude of the Attorney 
Aieiied a General of Mississippi in 

“pean ia bringing suits against com- 
Mississippi. ge te 

panies which he claims are 
members of the Southeastern Tariff Asso- 
ciation. He claims that companies which 
hold membership in this Association are 
in violation of the anti-trust law, and 
he asks that their franchises and char- 
ters be cancelled and that their licenses 
for doing business in the state be re- 
voked. The action of the Attorney Gen- 
eral has resulted in some consternation 
among the local agents, who fear a repe- 
tition of the tactics pursued by the 
companies in Arkansas. It is generally 
believed, however, that the state officials 
of Mississippi are engaged in playing for 
the same stakes which the authorities of 
Missouri had in view when they obtained a 
writ of ouster against the companies doing 
business in that state, and finally com- 
promised upon the payment of a fine of 
$1,000 from each company. This plan of 
enriching the State Treasury by some 
$100,000, was hardly likely to escape the 
notice of other state officials, and it is very 
reasonable to conclude that the state 
officials of Mississippi do not intend to en- 
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force the extreme position taken by the 
Attorney General, but hope to mulct the 
companies of a substantial fine. The mat- 
ter is being handled for the companies 
interested by the executive committee of 
Southeastern Tariff Association and it re- 
mains to be seen whether, by concerted 
action, the companies;jwill be sucessful in 
defending their treasuries against an at- 
tempted raid. The committee has secured 
a postponement of the suits until July. 


¥ 

In the state of Texas, where the new 
anti-trust law applying to insurance com- 
panies went into effect 
January Ist, rates are now 
maintained entirely through 
the good faith and intelligence of local 
agents. So far as can be learned, the com- 
panies are advising their agents to adhere 
strictly to the tariffs existing prior to 
January Ist. An especially interesting pres- 
entation of the situation has been sent by 
Messrs. Trezevant & Cochran of Dallas, 
Texas, to the agents reporting to their 
department. They state: ‘‘We shall in 
the future depend entirely upon our local 
and special agents to rate all risks in the 
state of Texas, applying to this work the 
schedules furnished from this office. For 
the present, and until we can prepare 
a general tariff, we shall expect of our 
representatives a rigid adherence to the 
printed tariffs on all risks which have been 
heretofore rated. On all new risks, or on 
such risks as require rerating by reason of 
changes in occupancies or exposures, we 
shall expect to rate in strict accordance 
with the state tariff now in existence and 
which has been used by the Jalonick 
Bureau for some years past.’’ Messrs. 
Trezevant & Cochran also point out that 
the loss ratio in Texas for the past twenty 
years has been sixty-five per cent., which 
is ten per cent. in excess of the average 


Conditions 
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loss ratio for the same period in sixteen 
other states in which is done three-fourths 
of the total fire insurance business of the 
United States. They state that the actual 
cost of doing business in addition to the 
losses ranges from thirty-three to thirty- 
five per cent. and that the margin for profit 
will therefore not allow any company to 
write business in Texas at rates lower than 
those which have heretofore prevailed. 
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In view of the representations made by 
President Stiles of the Local Underwriters’ 
Association of Texas, as a result of his 
tecent interview with eastern fire insurance 
officials, the special committee on con- 
tingent commissions of that association 
has notified companies and agents that no 
attempt has been made to put this form of 
compensation into force January Ist, as 
was originally contemplated. The com- 
mittee ascribes the defeat of the plan, at 
the present time, to the adoption of graded 
commissions by the Western Union and 
also to the present uncertainty concerning 
the status of companies under the Texas 
anti-trust law. The committee states, how- 
ever, that its work is not ended, and urges 
the members of the Association to con- 
tinue the agitation of the qtestion, believ- 
ing that the time is not far distant when 
it will be put in operation not only in 
Texas but throughout the United States. 


- 

As stated in the last number of this maga- 
zine, the Minnesota Insurance Department 
was sustained by the 
attorney-general of 
that State in its rul- 
ing that the graded commission-separation 
plan adopted by the Western Union was in 
violation of the anti-trust law. In accord- 
ance therewith, Insurance Commissioner 
O’Shaughnessy issued a notice to stock 
fire insurance companies doing business in 
Minnesota that ‘‘All companies who have 
in any manner, verbally or otherwise, ex- 
tended to their agents an offer to increase 
commissions upon the conditions stated, 
are hereby notified to immediately with- 
draw the conditional restriction in each 
proposal; and in addition thereto I will 
also request that you will notify all such 
agents or representatives in’this State that 
that part of said rule does not apply to the 
State of Minnesota.”’ 

The committee of the Western Union 
having the matter in charge, after digest- 
ing this ruling, notified the companies in 
the Union that there was nothing in the 
Commissioner’s order which would prevent 
the payment of graded commissions if 
agents asked for it, and satisfied the com- 
panies that they were entitled to such com- 
mission. The committee stated that it was 
only necessary for the companies to with- 
draw all offers and to let matters take their 


Craded Commissions 
in Minnesota. 


course entirely through the initiative of 
the local agents. 

The Commissioner’s ruling, of course, 
was not retroactive, and all agents who had 
qualified under the Western Union’s rule 
were notified by their companies that exist- 
ing arrangements would be continued. In 
the case of agents who had not complied 
with the conditions, it was stated that in 
accordance with the ruling of the Insur- 
ance Department a flat commission of fif- 
teen per cent would be paid in every case, 
Most of the companies have requested, in 
sending out such a notification; that their 
agents inform them from time to time of 
the list of companies represented. When 
the conditions are satisfactory the increased 
commission will be paid, 


- 

The results are, of course, exactly the 
same as though the Insurance Department 
of Minnesota had never 
taken any action in the 
matter, the only differ- 
ence ‘being that the initiative is transferred 
entirely from the companies to the agents. 
The department will not undertake to 
interfere with the prerogatives of the 
agents in the matter. In fact, it is appar- 
ent that its position was only designed to 
affect the situation superficially and that it 
had no real desire to raise an issue with 
the Western Union in regard to its right to 
increase Or decrease commissions to agents 
upon stipulated conditions. 

As stated last month, the non-union 
companies, encouraged by their apparent 
success in Minnesota, appealed to state 
authorities in Kansas, Missouri, Michigan 
and Illinois, but in view of the outcome in 
Minnesota the officials of none of these 
states seem prepared to raise the issue; at 
least that uppears to be the situation at 
present. In fact, the Attorney General of 
Missouri has expressed the opinion that 
the graded commission separation rule of 
the Union is not in violation of the anti- 
trust law of that state. 

The net result of the efforts made by the 
non-union companies to enlist state inter- 
ference as a defensive measure against the 
Western Union, is not a very satisfactory 
one, and illustrates what we believe will 
always prove to be the case in the long run, 
that it does not pay for special interests, 
seeking protective measures, to trifle with 


Ineffectiveness of 
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the dangerous powers of state authority. 
In view of the fact that appeal to state 
interference has been productive of such 
meager results, and as the local agents, 
through their state and national associ- 
ations, have discouraged the inauguration 
of rate wars, it begins to look as though the 
contest in the west would resolve itself 
mainly into a fight upon commissions. 


> 


During the past month Mr. Eugene Cary, 
the Western Manager of the German-Amer- 
Manager Cary’s — Insurance Company, 
ene: as issued a circular to 

his agents discussing the 
recent action taken by the Western Union. 
This circular has been very extensively 
quoted and discussed. Mr. Cary is cred- 
ited with being the originator of the graded 
commission-separation plan. His reputa- 
tion as an underwriter is second to none, 
and he is regarded as one of the ablest man- 
agers in the West. 

Mr. Cary explains the existing condi- 
tions which caused the Western Union to 
adopt graded commissions and separation. 
He states that it was the common practice 
for non-union companies to enter agencies 
with union companies pledged to a fifteen 
per cent commission rate, and by offering 
higher commissions to induce the agents to 
place with them the larger portion of their 
business and also the most profitable risks. 
Mr. Cary characterizes this method on the 
part of non-union companies as ‘‘dishonest 
and corrupt.’’ In order to illustrate how 
the plan adopted by the non-union com- 
panies operates, Mr. Cary quotes the fig- 
ures from a number of mixed agencies in 
the State of Ohio, showing that in each 
case the non-union companies are procur- 
ing by far the larger portion of the busi- 
ness. Mr. Cary states that in order to meet 
these conditions it was necessary for the 
Western Union to adopt the defensive tac- 
tics which have been so much criticised by 
outside companies. Mr. Cary’s arraign- 
ment of the methods adopted by the non- 
union companies is a very scathing one, 
and he does not hesitate to say that in his 
opinion the only way forthe Western Union 
companies to defend themselves against 
them is to enforce the principle of separa- 
tion, so that each class of companies may 
stand upon itsmerits. The terms employed 
by Mr. Cary in denouncing non-union com- 
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panies have been strongly objected to by 
the companies whom he has criticised, but, 
as the non-union companies have not been 
very choice in their use of adjectives in 
describing the recent action taken by the 
Western Union, they certainly ought not 
to complain if Mr. Cary feels called upon 
to employ unpleasant phrases. 

The most interesting portion of Mr. 
Cary’s letter is that which illustrates the 
results which have occurred in mixed 
agencies where union and non-union com- 
panies are represented side by side. The 
instances cited are certainly very striking 
ones and show one of two things; either 
that the Western Union has made a mis- 
take in agreeing upon commissions or in 
permitting non-union companies to be 
represented in.the same agency. 


* 


Looking at the matter from an economic 
point of view, we do not see any reason 


The Right - why fireinsurance 


© Aue Genepiting companies should not 
P * agree upon a rate of 


commission as well as upon a rate of pre- 
mium. In fact, if competition is to be 
successfully regulated, it is absolutely 
necessary that both items shall be covered. 
Each company, acting for itself, certainly 
has a right to say what commission shall 
be paid to its agents, and if the individual 
company holds such a right it clearly has 
the same right to agree with its competitors 
in regard thereto. If, therefore, the fire 
insurance companies have a right to agree 
upon rates of commissions, and it seems 
for the best interests of the business to do 
so, they also have an equal right to adopt 
any measure which is necessary to make 
uniform commissions effective. Any com- 
pany has a right to say under what con- 
ditions it shall be represented in any 
agency, and, if it has this right as an indi- 
vidual corporation, it has an equal right to 
agree with its competitors to enforce the 
same conditions. 

The right of the Western Union to en- 
force graded commissions and separation is 
very clear. If we admit that a uniform 
commission agreement is necessary for the 
good of the business, and that the com- 
panies have aright to enter into such an 
agreement, it must also be admitted that 
the only measure which will make such a 
uniform agreement effective against the 
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competition of non-union companies in 
mixed agencies is to enforce separation. 
We do not say that under all the circum- 
stances the adoption of graded commis- 
sions and separation in the West, at this 
time, was the wisest and best step which 
could have been taken, but we believe that 
any fair-minded man who will consider the 
question from an unbiased point of view 
will be compelled to admit that the only 
effective defence against non-union com- 
petition in mixed agencies is separation. 
Where union and non-union companies are 
placed side by side in the same agency, the 
one paying flat commissions and the other 
paying such commissions as it chooses, the 
open-commission company is certain either 
to get the bulk of the business or to obtain 
the most profitable portions of it. Wedo 
not say that this will occur in every agency, 
for we must concede a great deal to the 
intelligence, fairness and honesty of the 
average local agent; but, where these char- 
acteristics are not strongly marked, we 
believe that there is nothing which will 
prevent a non-union company from gaining 
the ascendancy in a mixed agency. 


am 


Mr. Cary’s presentation of the Union side 
of the controversy has resulted in the issu- 
ance of several circu- 
lars in reply by the 
representatives of non- 
union companies. Singularly enough, in 
these replies the Western Union is charged 
with an attempt to manipulate the National 
Association of Local Fire Insurance Agents 
for the purpose of enforcing its position. 
This is in striking contrast with the charges 
made by union managers that this associa- 
tion is being used in behalf of the non- 
union companies. The most sensational 
feature of the replies, however, is that por- 
tion which charges that the Western Union 
is dominated by foreign companies. It is 
pointed out that nearly every foreign insur- 
ance company doing business in the United 
States is a member of the Western Union, 
and that, with the help of a few of the 
large American companies, they completely 
control this organization. It is claimed 
that not over one third of the American 
companies are members of the Western 
Union, and that those which are “do the 
bidding of their foreign masters, and try, 
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with them, to crush the smaller American 
companies.”’ 

This charge, in regard to the control of 
the Western Union by foreign companies, 
has been repeatedly made, not only during 
the recent fight but upon past occasions. 
It is a fact that all of the foreign companies 
practically are members of the Western 
Union, It is a part of the fixed policy of 
most foreign companies to co-operate with 
their American associates in every move- 
ment of this character. It is not a question 
of principle with them so much as policy. 
They feel, to a certain extent, that they do 
business in America on sufferance, and that 
it is for their best interests not to compete 
with the American companies, and attempt 
in this way to destroy their business, but 
rather to co-operate with them and help 
them to maintain conditions which will be 
more profitable toall concerned. In marine 
insurance, where there has been no co- 
operation between foreign and American 
companies, competition has resulted in very 
nearly driving American companies out 
of the business. In fire insurance, on the 
other hand, there is no question but what 
the co-operation of foreign fire insurance 
companies has greatly aided American 
companies. Concerning the charge that 
the foreign companies dominate the West- 
ern Union, the Weekly Underwriter has re- 
cently made the following pertinent state- 
ment : 

‘“‘There are nearly twice as many large 
American companies in the Union as there 
are outside it, and this can easily be proved 
by a comparison of the two lists of com- 
panies. These lists were printed in this 
paper in its issue of October 28, and there 
have been some additions of American 
companies to the Union ranks since then. 
We have taken some trouble to foot up the 
assets and amount of risks written of the 
classes of companies in the Union, and the 
result is as follows: American companies 
in the Union (forty-six in number) had on 
January 1, 1899, assets of $145,223,942. 
Foreign companies and their American 
annexes in the Union (forty-three in num- 
ber) had at the same date $75,310,629 The 
American companies in 1898 wrote $8,221,- 
097,192, and the foreign companies and 
their American annexes $6,288,973,525.”” 
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The most recent outcome of the contest 
at Topeka, Kansas, inaugurated at the en- 
forcement of the graded 
commiission-separation rule 
in that city, the circum- 
stances of which were extensively discussed 
in this magazine last month,—is a suit 
brought by the agent of the non-union 
company which engaged in an extensive 
cutting of rates. The agent referred to is 
Mr. Frank S. Thomas, who was appointed 
by the Continental to inaugurate a rate 
war in that city as a measure of retalia- 
tion for being thrown out of another agency. 
At the time of his appointment Mr. Thomas 
represented two leading non-union com- 
panies. These companies stated through 
their field representatives that if Mr. 
Thomas accepted the agency of the Conti- 
nental for the purpose of cutting rates, 
they would withdraw their supplies, which 
they eventually did. Mr. Thomas has now 
brought suit to recover damages of $1,900 
from each. His petition, however, recites 
merely the circumstances under which the 
Western Union adopted graded commis- 
sions aud separation. It is apparent that 
he relies less upon the common law, under 
which damages are recovered, to sustain 
his case, than upon the anti-trust law of 
Kansas, which he claims is being violated 
by the companies which are members of 
the Union. 


Western Rate 
Disturbances. 


During the past month a second rate 
war of small dimensions was inaugurated 
by the Continental at Hoopestown, III. 
The agents of the Continental there re- 
signed that company after an ineffective 
attempt to induce it to surreptitiously ac- 
cept policies through the Chicago office. 
The Continental then appointed as agent a 
young law student in Hoopestown, and 
began to cut rates to the bone. The special 
agents of non-union companies on the 
ground were successful in preventing their 
agents from meeting the cut. The local 
agents adopted a resolution condemning 
the Continental for its action in imperilling 
the interests of agents who had no interest 
whatever in the circumstances which led 
to the resignation of the company’s agency. 
Neither the National Association of Local 
Fire Insurance Agents nor the State Asso- 
ciation of Illinois were asked to interfere 
in this matter, as in the case at Topeka. 
This is perhaps not strange in view of the 


fact that none of the agents of Hoopes- 
town are members of these associations. 
They would not, therefore, be likely to 
enlist the service of these organizations, 
although, doubtless, the officials of either 
would gladly have tendered their services 
if they had been requested. In several 
other places, however, trouble has been 
avoided through the advice of officials of 
the National Association. 


¥ 


From the several sources of information 
at hand, INSURANCE ECONOMICS estimates 
The Fire Waste that the property loss by 
Sor tec. fire in the United States 
7” during 18 yas about 

g 1999 Ww 
$140,000,000, or some $10,000,000 in excess 
of that in 1898. It is certain, however, 
that the relative increase of losses upon 
insured property has been very much 
greater. The insurance losses in 1898 were 
about $75,000,000. In all probability the 
loss for 1899 will exceed this figure by 
$25,000,000 or $30,000,000, possibly more. 
The general opinion is that the past year 
has been one of the worst yet experienced 
by the insurance companies since the 
Boston fire of 1872. 

A study of fire waste statistics shows that 
fluctuations in insurance losses from year 
to year do not always follow the fluctua- 
tions in property loss. The relatively 
larger increase in insurance losses during 
1899 is probably due, in considerable meas- 
ure, to the increase of insurance to value of 


property covered, which would naturally | 


follow the depletion of the stocks of mer- 
chants and manufacturers, attendant upon 
existing industrial conditions. For the 
same reason it is doubtless true that losses 
upon well insured property have increased 
because, with the return of prosperity—and 
the consequent pressure brought upon 
merchants and manufacturers to meet the 
increasing demand for commodities — prop- 
erty owners have relaxed their ordinary 
vigilance in the care of risks. 

It is interesting to note, that while insur- 
ance companies suffered so heavily during 
1899, the number of commercial failures 
during the year was the smallest since 
1881, tending to show that the increased 
fire waste is not due to increased moral 
hazard. 


ae 
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As a result of the severe experience in 
New York City during 1899, the New York 
New York City Insurance ; Exchange 
Bites Tene voted to increase. rates 

in that city, at a meet- 
ing held January 10. Shortly before the 
dissolution of the old tariff association, in 
1898, rates in New York were reduced thirty 
per cent on mercantile risks, and ten per 
cent on special hazards. When the new 
exchange was formed, the rates bearing 
these reductions were adopted. By the 
action of January Io, rates are restored to 
the level prevailing prior to the reduction 
referred to. This will yield, it is estimated, 
at least fifteen per cent more income than 
the tariff which has just been discarded ; 
in other words, between $9,000,000 and 
$9,500,000 per annum, which will just about 
cover the average loss ratio for the past ten 
years. The abnormal losses of 1899 are not 
expected to prevail during the current 
year. It would require an annual income 
of about $15,0c0,00o or $16,000,000 if the 
loss ratios of 1899 were to continue. The 
advance in New York City will probably 
result in a general stiffening of rates 
throughout the country. 


¥ 


At the annual meeting of the New Eng- 
land Insurance Exchange, the retiring 
Bates in president, Mr. J. B. Cor- 
nish, expressed himself as 
New England. follows: ‘‘Among the more 
important matters which 1 think should 
claim our thoughtful attention is the ques- 
tion of rates. Because of the natural and 
worthy desire to help local agents to retain 
and to increase business I fear we have 
erred in judgment by leaning too far in the 
direction of reducing rates. To-day the 
abnormal loss ratio on one side and con- 
stant decrease in premium receipts, because 
of reduction in rates, on the’ other, which 
they will make more acute during the 
coming year by the application of the 
terms, places the income of companies in 


the condition of a candle that is burning at 
both ends. This condition resolves itself 
into an axiom that we must extinguish the 
flame at one end or the other. And, as 
with all our good work in the matter of 
preventing the fire waste, which is simply 
appalling, we are still unable to reduce this 
loss ratio to a normal figure, we are forced 
to the position of not only to stop reducing 
rates but to increase them where necessary. 
Every reasonable man is willing to pay a 
reasonable price for the goods he purchases, 
and itis no kindness to the public to re- 
duce rates and to weaken insurance in- 
demnity to the extent that it cannot meet 
losses promptly and pay them in full. In 
the matter of rate-making I take this op- 
portunity to speak of the principle of 
equity, which I believe should enter into 
it. For years I have believed that rates 
should be so adjusted to all classes of prop- 
erty that we can cast into innocuous desue- 
tude that travesty on underwriting, the 
dreaded prohibited class. Absolute equity 
should obtain in this matter, that justice 
be done to all and injustice to none. Un- 
sprinkled woolen mills and shoe factories 
should be so rated that they will rank with 
standard sprinkled risks for profit. We 
seem to forget that in our hesitancy to put 
self-supporting rates on these and other 
hitherto unprofitable classes, we are doing 
a rank injustice to those other classes that 
are like a free horse, which is willing to 
draw more than his share of the load, sim- 
ply because he is asked to. Justice and 
equity are virtues that should obtain in 
rate-making as well as in any other part of 
our business. The practical adoption of 
this principle by the Exchange will enable 
it to more clearly approach the ideal in 
underwriting, and the more firmly to estab- 
lish the confidence of the public in the 
wisdom of this body.” 

Mr. George Neiley, the new president, 
is an able, conservative man, representing 
the younger element. 
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NOTE. 


only through a difference of opinion. 


Believes in Graded Commissions. 


SEATTLE, Wash., Dec. 23, 1899. 

I am interested in the communication 
from a non-union company official in your 
December issue of INSURANCE ECONOMICS, 
and trust you will give your views of the 
contention therein made that dwelling rates 
should be loaded. In this field I have some 
doubts as to whether the small dwelling 
and furniture business has been profitable to 
the companies, but from my own personal 
experience I should say that a commission 
of thirty per cent was. none too large for 
the agent who makes a house to house can- 
vass for the class of dwellings found in the 
Northwest. 


Some ten years ago when this town was 
growing rapidly and many new buildings 
in course of erection, I canvassed in this 
way and became thoroughly convinced that 
it was a losing business for the agent at 
fifteen per cent. Later I was connected 
with a firm, one of whose members, not 
myself, was a most active solicitor, and 
had some little business of this character 
worked up. On the theory that our com- 
panies would more readily carry special 
hazards, if our business was well sprinkled 
with dwelling risks, we bought a horse to 
enable our partner to cover this field. The 
experiment continued for several years and 
was then abandoned as unprofitable. 


The advantage in having the premium 
loaded with the commission in excess of 


fifteen per cent rather than have it appear 
as a policy fee is apparent to every experi- 
enced localagent. Whenever the purchaser 
knows the wholesale price he is very loath 
to pay the retail. In numbers of instances 
local agents have inserted loaded premiums 
in policies to escape the necessity of charg- 
ing policy fees, where fifteen per cent com- 
mission would not compensate them for the 
expense of inspection, writing and collec- 
tion. In place of a rate the premium would 
be quoted, said premium appearing in the 
policy and being in excess of that appearing 
in the daily report-of the company. For 
obvious reasons it is a disadvantage for 
agents to be forced to adopt this method. 
From a twelve years’ experience in Seat- 
tle, which, of course, is a limited field, I 


, Readers of ‘Insurance Economics” are invited to take issue with this magazine concern- 
ing any of the questions discussed. What it seeks is light. 


It recognizes that knowledge comes 


am favorably impressed with the claims of 
graded commissions. As it is today the 
agency for companies writing freely on 
special hazards is eagerly sought, indicat- 
ing that the profits on such risks are large 
to the agent but small to the company. 
The rebate evil is especially in evidence on 
special hazards carrying large lines. Here 
in a number of instances whole plants, 
whose insurance was formerly distributed 
among various agents are now written by 
one agent at a ten per cent rebate, indicat- 
ing increased facilities for reinsurance. 
Why would not the local agent, desirous of 
seeing rebating checked, be as well remu- 
nerated with commissions graded from five 
per cent on special hazards (paying a rate 
from eight per cent to ten per cent) to 
thirty per cent on dwellings (paying a rate 
from sixty-one hundredth pond cent to two 
per cent) asat a flat rate of fifteen per cent, 
and why would it be an undesirable ar- 
rangement from the company’s stand point? 


B. W. BAKER. 


[We are very much interested in Mr. 
Baker’s contention in regard to a special 
loading upon dwelling-house rates, just as 
we were interested in the presentation of 
the same question by an official of a non- 
union company in the December INsuR- 
ANCE Economics. The point raised cer- 
tainly deserves discussion and thoughtful 
consideration. We are not prepared at this 
time to say, as a broad proposition, that all 
dwelling-house rates should be loaded for 
the purpose of paying a differential com- 
mission. We recognize, however, that 
there is a difference in the cost of procuring 
different risks, but are of the opinion that 
this difference in cost will not be found to 
exist solely between dwelling-house rates 
and mercantile risks. There is undoubt- 
edly a difference in the cost to the agent of 
procuring insurance upon special hazards 
in different localities. It is also true that 
the cost of procuring dwelling-houses va- 
ries between the city and the country. It 
probably would be a very difficult matter 
to adjust this question upon a strictly equi- 
table basis, and it is, doubtless, for this rea- 
son that many underwriters would contend 
that, all things considered, the flat com- 
mission upon all kinds of risks is the most 
practicable and tends to equalize itself upon 
the business of a flourishing agency which 
writes different classes of hazards. It is 
our desire, however, to see this matter more 
fully discussed, and we therefore invite 
consideration of the question upon the part 
of any underwriter who may agree or dis- 
sent with the views which have been ex- 
pressed.— Ep.] 





THE BEST THOUGHT OF THE BEST MEN. 


The Rebate Problem in Life Insurance : 


Mr. James L. Johnson, president of the 
National Association of Life Underwriters, 
made his first public address since his elec- 
tion at Boston, October 17. Upon the re- 
bate problem he spoke as follows : 

‘“‘We have much to be thankful for, 
enough to warrant all efforts that have been 
made notwithstanding the fact that rebat- 
ing continues, the ‘twister’ is still at 
large, and many life agents have failed to 
apply the ‘ golden rule.’ The commotion 
on the surface at the present time is an in- 
dication of a deeper feeling underneath. 
The evil of rebating was never so despised 
nor the rebater so unpopular as today. 
Companies never before viewed him with 
so much suspicion nor realized in him so 
dangerous an element asnow. At last they 
are waking up to the fact that something 
must be done, that rebating must be 
stopped. We, brethren, have not been 
laboring in vain. The past agitation of 
this subject begins to show fruitage. Pub- 
lic opinion, at first slow to move, is rapidly 
changing. There is no reason for being 
disheartened — keep steadily on. 

‘‘I know many say that the anti-rebate 
law is a failure, but I would say that while 
not as successful as we hoped, it has done 
much to prevent rebating. I believe that 
there are many agents who respect and 
obey the law, who, but for the law might 
have rebated. It is also said that the com- 
pact isa failure Though not as successful 
as we had hoped, —far from it, neverthe- 
less, I think it has greatly prevented re- 
bating, because I believe that there are 
honest agents in all of the companies that 
signed the compact, who have faithfully 
fulfilled their agreement with their com- 
pany not to rebate, who, without such a 
compact might have rebated. In justice, 
therefore, it must be acknowledged that 
both the law and the compact have greatly 
restricted the practice of rebating. 

‘The anti-rebate law has failed of en- 
forcement, in part, because of lack of evi- 
dence to convict where violation existed 
beyond a doubt. Many have escaped be- 
cause those possessing information with- 
held it to avoid notoriety. There seems to 
be a feeling that it is ummanly to give 
evidence against a rebater. This false 
modesty must ere long give way to sounder 
reasoning. 

‘““‘Why should this feeling exist here 
more than in crime of other sort? Is not 
the offense serious enough? With laws 
and compact against it; insurance commis- 
sioners, in convention, crying out against 
it to the extent of suggesting refusal to 
license any company that permits it; with 
all the demoralizing influences and ‘finan- 
cial loss that follow rebating, tell me why 
we should attempt to shield the offender ? 
Should we not rather lift up our voices and 
ery aloud against him, and in so doing feel 
that we are performing a duty that we 


James L. Johnson. 


owe to ourselves, our families, our fellow 
agents, our companies and to those policy- 
holders who have honestly paid, their pre- 
mium in full? 


“Besides failure to secure positive evi- 
dence, the compact has also been handi- 
capped by methods of compensation. The 
agent who, irrespective of quality, perma- 
nency or manner of securing it, has pro- 
duced the largest volume of new business, 
has outranked the more careful and conser- 
vative agent, who, although producing a 
less amount, has in reality contributed 
much more to his company’s welfare. This 
fact has not only encouraged rebating, but 
has placed a crown on the head of the re- 
bater because he has been able to sell at 
reduced rates, or give away, more than his 
honorable rival could sell at full price. 
Many an honest and well disposed agent 
has departed from the path of rectitude, 
stooped to things he otherwise would not 
have done, and slaughtered his commis- 
sions that he might retain his rank in the 
agency force of his company. 

‘“*Compensation should be so adjusted 
that the agent who renders the greatest 
actual service to his company shall re- 
ceive the highest consideration and reward. 
Gentlemen, let us be encouraged from the 
fact that the signs of the times indicate 
that the agent who produces business only 
of the highest quality and character and 
sacredly guards the welfare of his com- 
pany, will receive his honest due. This 
being done, one great cause of rebating 
will be removed. 

‘‘Besides temptations referred to as a 
result of the mad rush for volume, we have 
been confronted by another difficulty in 
the field, namely: The demand from the 

would-be applicant for a discount on his 
first year’s premium. The time has come 
when the man who insists upon a rebate, 
knowing that if such is granted the agent 
becomes a criminal in the eyes of the law, 
is liable to arrest and fine, to disgrace and 
discharge by his company, and is willing 
to thus jeopardize the good name and in- 
terests of the agent that he may put a few 
dollars in his own pocket that rightfully 
belong to another, —such a man deserves 
no consideration. As an active partner in 
the crime, he should share in the penalty. 

‘*As a remedy, let something like the 
following be incorporated in the policy: 


REBATING. 


‘‘If the insured shall directly or indi- 
rectly, either at the time of making or 
signing his application, or at the delivery 
of the policy, or at any other time, accept 
or receive by way of rebate, or otherwise, 
any portion of the first or any subsequent 

remium, or instalment thereof, called for 
this policy, or shall pay less than the 


full amount of all said premiums, or in- 
stalments thereof, this policy shall thereby 
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become void, and no claim shall exist there- 
under. 
‘*Remove from the agent the temptation 


to rebate, and make the policy void on 
which a rebate is given, and the victory is 
won.”’ 


Practical Results of Taxation: Franklin Webster. 


(From the Insurance Press.) 


No observant, fair-minded man can fail 
to realize that the imposition of taxes on 
the gross premiums of fire insurance is be- 
yond the bounds of fairness in the relations 
between the public and the companies. 
The subject has received the special consid- 
eration of underwriters for many years, 
and efforts have been put forth from time 
to time to direct the attention of legislators 
and state officials to the ultimate effect of 
burdening the fire underwriting business 
with penalties for keeping in existence, i. €. 
that the policy-holders must, in the course 
of time, assume the burden. 

The policy-holders have not been in- 
formed, as they ought to have been, of the 
size of the burden and the unjust system of 
placing it. They do not know that, on ac- 
count of the different rates of taxation, 
those in the states that have low rates must 
pay more than the law imposes, because 
the amounts paid for taxes go into the ex- 
pense accounts of the business of under- 
writing, to be offset by the premium re- 
ceipts. The amount contributed by each 
insurant in such cases is small, but the 
principle is the thing to be lookedat. The 
law of average applies in such cases. An 
account cannot be kept with each state, 
giving one credit for good deeds and charg- 
ing another for hostile legislation. Ifthe 
insurants of a high-tax state be benefited at 
the expense of the insurants of a low-tax 
state, something must be wrong — evident- 
ly the system of taxation. 

Taking up another fine point, the tax on 
gross premiums is a tax on a tax charge 
that is included, or is to be included, in the 
long run, in the premium rate. Nobody 
can expect that the companies can keep 
rates down if excessive taxes must be paid. 
The universal law of supply and demand 
governs the business of underwriting, and 
the fixed charges are included in the cost 
of maintaining the business. 

Everything on this subject rounds up to 
this: The policy-holders pay the taxes, no mat- 
ter how much they may be. The size of that 
burden is indicated by the amount collected 
from the fire insurance companies in the 
past eleven years — $31,488,749 —the av- 
erage rate of taxes to more than one billion 
dollars of premiums being 2.43. A part of 
the taxes collected in some of the states 
goes towards the support of fire depart- 
ments. On that subject an able under- 
writer said: ‘‘ The effect is that a certain 
portion of the community is supporting an 
organization which is a benefit to every in- 
dividual in the community where it exists; 
policy-holders and non-policy-holders are 
alike benefited, and each ought to bear the 
burden of sustaining it in proportion to the 
value of the property of each person so pro- 


tected.’’ Money for the support of benevo- 
lent funds of fire departments is another 
diversion, under the laws, of the premiums 
paid by policy-holders. 

Under the system of taxing gross pre- 
mium receipts, the taxes must be paid 
whether the underwriting business be prof- 
itable or unprofitable. In 1889, 1891, 1892, 
1389 and 1898, the losses on the under- 
writing business—not the fire losses— 
amounted to $33,296,021. The taxes in the 
years mentioned amounted $14,554,941. In 
some of the states, in which the business 
was unprofitable, the result of this taxation 
was that a company actually paid a tax for the 
privilege of making a loss, taking out less 
money than it put in. 

In Enrope such a tax is not imposed. 
Instead, the interests of the fire insurance 
business are fostered. In Great Britaia in- 
surance companies, like other corporations, 
are required to pay an income tax, levied 
on their net profits. In 1898 the tax was 
equal to three and one-third per cent. In 
this country insurance taxation came into 
existence with insurance departments for 
the support of the departments. The ap- 
plication of the principle has gone gen- 
erally beyond the original intention, the 
surplus of taxes received over the expenses 
of the departments being carried to general 
and special funds. In the past five years, 
in the state of New York, the excess of re- 
ceipts over the expenses of the insurance 
department was $326,501.93. Jteduction of 
taxation has been urged by insurance commis- 
sioners in many of the states. 

The reverse of the inclination in that re- 
spect is indicated by the attitude of the 
finance committee of the legislature of Col- 
orado, that proposes to introduce at the 
special session this month an act to in- 
crease the present rate of two per cent on 
gross premium receipts to four per cent. 
The taxes and fees received from all sources 
by the insurance department of that state 
last year amounted to $94,715.59. Of that 
amount $85,900.91 was transferred to the 
general fund. The increase of premium 
receipts — fire, life, etc.,—in that state 
last year was $193,004. On that exhibit 
the finance committee proposes to double 
the tax on the whole business. 

The possible saving in the interest of 
policy-holders throughout the country in 
the past eleven years, under a principle 
less unjust than that of taxing gross pre- 
miums, is indicated by deducting the losses 
from the premiums and taxing the balance 
remaining at the prevailing rate. The 
amount that could have been saved is $18,- 

By deducting expenses and 
losses, the amount that could have been 
saved would be increased to $30,013,398. 








